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A Financial Notebook 








The New Chancellor 
THE Cabinet formed by Mr Harold 


Macmillan following the resignation, 
on grounds of ill health, of Sir 
Anthony Eden in the second week 
of January brings to the Treasury 
the third Chancellor in little more 
than twelve months. Mr Peter 
‘Thorneycroft has hitherto had no 
special contact with financial policy: 
but in his long reign at the Board of 
‘T'rade—he had been President since 
the formation of the Churchill 
government in October, 1951—he 
exhibited much vigour and courage, 
particularly in dealing with restric- 
tive practices and in introducing the 
scheme for a free trade area with 
urope. 

To the liberal-minded, the most 
encouraging feature of Mr Mac- 
millan’s team is indeed its “‘ Euro- 
pean” look. Among the first tasks 
confronting senior ministers were 
consultations with MM. Spaak, who 
visited London on behalf of the 
six continental powers that are about 
to give final shape to the common 
market treaty, to smooth the way for 
Britain’s association with it. It 1s 
understood that Mr Macmillan and 
his colleagues were able to give in 
principle the necessary assurances. 

In his first broadcast as Premier, 
Mr Macmillan reafhrmed his belief 
that “‘it is our destiny’’ to work 
more and more closely with Europe; 
and Mr ‘Thorneycroft in his first 
speech as Chancellor made perhaps 
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the most outspoken official commit- 
ment that has yet been given: 


I say here and now that over a period, 
and on agreed terms, we will throw 
open our markets to [European] 
manufacturers, in the same way as 
theirs will be thrown open to ours. 


It is notable too that virtually all 
the bank chairmen have expressed a 
warm welcome to the free trade 
scheme; one of them, indeed, went 
so far as to hope that, if the progress 
has to be slow, it will not be so slow 
that ‘‘ no one will be hurt and no one 


be helped ”’. 


Defence Cuts—Fuel Review 


The Macmillan Cabinet has also 
given special attention to early policy 
changes on defence and on invest- 
ment in fuel—comprising perhaps 
the two largest claimants on Britain’s 
resources. ‘The new Premier, who 
as Chancellor made no secret of his 
conviction that Britain was carrying 
more than its fair share of defence, 
has taken swift action. The new 
Minister of Defence, Mr Duncan 
Sandys, has been given sweeping 
powers over all policy decisions affect- 
ing the “‘ size, shape and disposition ”’ 
of the armed forces; and he has been 
specifically enjoined to prepare a 
plan for a reorganization of the forces 
to secure ‘‘ a substantial reduction ”’ 
in expenditure and in manpower. 
Mr Sandys has already begun con- 
sultations in the United States. 














The one dramatic appointment has 
been that of Lord Mills, formerly 
Sir Percy Mills, to the newly styled 
Ministry of Power. Those who know 
Lord Mills can have no doubt of his 
firmness and thrust; and certainly, 
as a contributor points out in a 
comprehensive review on page 101, 
there is need for a re-assessment of 
strategy in fuel investment. 


Reinforcements do their Job 


In the first fortnight of the new 
year sterling rose in the official 
market by a full point, to within 
3/16 of the parity of $2.80 and sub- 
sequently rose momentarily above 
it; the discount on three months for- 
ward sterling fell from 24 to under 
14 cents. ‘This dramatic upsurge fol- 
lowed immediately on the announce- 
ment of the December gold figures. 
In themselves, these made a poor 
showing. Without the drawing of 
$561 millions from the _ Inter- 
national Monetary Fund the reserves 
would have suffered their biggest 
monthly fall on record. Their 
actual increase was $168 millions. 

The reckoning of the deficit attri- 
butable to normal _ transactions 
during the month is unusually com- 
plicated. After allowing for the 
receipt of $6 millions of defence aid 
and for the end-year payments of 
$181 millions on the United States 
and Canadian postwar loans—of 
which $104 millions in respect of 
interest was paid into a_ special 
holding account pending Con- 
gressional decision on the waiver— 
there was a net deficit of $218 
millions. Of this, however, $49 
millions represented the gold pay- 
ment to the European Payments 
Union in settlement of the huge 
November deficit of {£24 millions, 
and $73 millions the regular quar- 
terly instalment on the Canadian 
wartime loan; adding in the $17 
millions paid to EPU in january in 





respect of the reduced December 
deficit of £8 millions (of which {2 
millions was a half-yearly payment of 
interest) this showed a deficit on a 
current basis of $178 millions. 

The boost to sterling was given by 
the official intimation that the whole 
of this deficit was incurred before 
the announcement on December 10 
of the unexpectedly large scale of 
the IMF facilities (which include a 
stand-by credit of $7384 millions as 
well as the drawing already made). 
The rate of loss in the first ten days 
of the month thus appears to have 
been above even that suffered in 
November (when the comparable 
net current deficit was $334 millions). 
Some payments for dollar oil were 
made in December, but they were 
not a big element in the deficit. 


Year of Peak Exports 


The trade returns for December 
show a decline of £40 millions in 
Britain’s exports (valued fob) below 
the peak levels of October-Novem- 
ber, and a further fall of £29 millions 
in imports (cif). ‘These movements 
are attributable partly to the shorter 
number of working days in Decem- 


‘ber; but they were affected also by 


the diversions round the Cape. The 
impact of the Suez disturbances pre- 
vents any assessment at present of 
the significance of the figures for the 
last two months of the year; but it 
seems unlikely to have involved a 
major distortion in the 1956 totals. 
These show an increase in export 
shipments of {£267 millions to a new 
peak of £3,173 millions, making a 
rise of over 9 per cent. The increase 
in volume was about 6 per cent. Im- 
ports in 1956 were practically un- 
changed at {3,890 millions, a small 
decline in volume being slightly more 
than offset by a rise of 2 per cent in 
prices. In December the index of 
landed import prices rose by a 
further two points, to 109 (1954= 











100), compared with the 1956 average 
of 105. 

After crediting re-exports, the 
visible trade deficit in 1956 was 
£571 millions—a reduction of no 
less than £288 millions on the year. 
Although these figures from the 
trade returns differ very significantly 
in coverage and timing from the 
figures in the payments accounts, 
and of course make no allowance for 
invisibles, it may be that in 1956 this 
improvement in the “ crude gross ”’ 
trade gap was of roughly the same 
order of magnitude as the improve- 
ment in the current balance of 
payments. In 1955 this showed a 
deficit, after crediting defence aid, of 
£89 millions; in the first half of 1956 
there was a surplus estimated pro- 
visionally at £144 millions, and it 
has been officially intimated that 
there was some further. surplus in 
the second half year. 


Changes at the Bank 


More than usually important 
changes will occur at the Bank of 
England when its financial year 
ends this month, affecting two of the 
four full-time executive directors 


who, with the Governor and deputy- 
Governor, carry the real burden of 
policy-making and administration. 
lortuitous circumstances, and not 
any planned reorganization or shift 
in policy, have produced this con- 
juncture. Sir Kenneth Peppiatt, 
whose distinguished career at the 
Bank dates from 1911, has reached 
the point at which a reappointment 
for the four-year term defined by the 
nationalization statute (under which 
the directors are appointed by the 
Crown) would extend beyond the 
retiring age of 65 for executive 
directors. Sir George Bolton, who 
also relinquishes his executive re- 
sponsibilities, is doing so in order to 
take up two major City appoint- 
ments of high concern to the Bank 
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and ‘l'reasury, notably because of 
their significance for the future of 
Britain’s exports. He becomes 
deputy-chairman of the Bank of 
London and South America, and 
also of another internationally im- 
portant financial corporation. He will, 
however, remain an ordinary direc- 
tor of the Bank—a continuing rela- 
tionship that is justified by the 
special character of the outside 
appointments, and important for the 
Bank because of his unique know- 
ledge of a vital sphere of its work. 
This is the wide sphere of external 
finance. Sir George joined the 
Bank to assist in exchange manage- 
ment upon the inception of the 
Exchange Equalization Account in 
1932; he has been both principal 
architect of the structure of exchange 
control and principal planner of its 
recent substantial dismantling. Thus 
do these changes affect the two 
major spheres: for Sir Kenneth 
Peppiatt’s range has been that which 
in former times would have encom- 
passed almost all the responsibilities 
acknowledged by a central bank— 
the sphere of home finance, embrac- 
ing the Bank rate mechanism, re- 
lationships with the money market 
and commercial banks, the manage- 
ment of Government borrowings 
and the gilt-edged market. In all 
these matters Sir Kenneth has un- 
rivalled experience: he carried an 
arduous load during the war, and 
to him, inevitably, fell the task of 
restoring the flexible techniques in 
and after 1951. It is to be hoped 
that this wide knowledge will still 
be brought to bear in the City. 
These voids in the _ post-war 
hierarchy of the Bank are to be filled 
by the appointment of two new 
executive directors (a second vacancy 
arises in the Court by the retirement 
of an ordinary director, Sir Andrew 
Naesmith) and by some _ further 
reorganization among senior ofhcials. 








The two who now join the Court are 
Sir Maurice Parsons and Mr John 
M. Stevens; both are experienced 1n 
external finance (Sir Maurice also 
had special scope as secretary to 
Montagu Norman), and now appa- 
rently will assume the executive 
responsibilities of Sir George Bolton 
—with the advantage of continuing 
consultation with him. Home finance 
will be the special responsibility of 
Mr F. C. Hawker, an _ existing 
executive director, who recently has 
been working in close conjunction 
with Sir Kenneth Peppiatt and with 
Mr L. K. O’Brien, the chief cashier. 
Internal administration, establish- 
ments and responsibility for the 
Bank’s printing works will remain 
the sphere of the fourth executive 
director, Sir George Abell. 


Deterioration in Budget 
Accounts 

The budget accounts inherited by 
Mr Thorneycroft are in poor shape. 
At end-1956, the deficit above the 
line stood at £585 millions; this 
marked a deterioration of £213 
millions on the year, against the 
budgeted improvement in the fiscal 
year (on original estimates, before 
‘economies ”’) of £43 millions, to a 
surplus of {£440 millions. Total 
ordinary expenditure in the first 
three-quarters of 1956-57 was already 
up by £340 millions, that is by £78 
millions more than the estimated 
increase 1n the twelve months; and 
ordinary revenue had risen by only 
£127 millions, compared with the 
budgeted £304 millions. 

The comparison here ts, of course, 
distorted by the concentration of 
about three-fifths of the year’s re- 
ceipts from income tax and surtax 
in the final quarter. Income tax 
was expected to rise by {£143 millions 
in the year; by December 31 it was 
already up by £81 millions. But 


there appears to have been some lag 
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in the rate of inflow in the first of 
the tax-gathering weeks of the new 
year: receipts in the first nineteen 
days of January reached £368 mil- 
lions, compared with £426 millions 
in the first three weeks of January, 


1956. A more significant shortfall 
has been that in customs and excise, 
which at end-December were up by 
only £77 millions compared with 
an estimated £144 millions in the 
twelve months, reflecting in part the 
reduction in domestic purchases of 
durable goods. 

The increase in budget expendi- 
ture above estimate is considerably 
bigger than can be attributed to the 
direct costs of the Suez adventure, 
which have been officially estimated 
to reach £35-50 millions in the 
current fiscal year—besides pre- 
venting the implementation of £5 
millions of the supplementary 
‘economies’ announced by Mr 
Macmillan as Chancellor. But these, 
including provision for the eco- 
nomies announced in the budget 
itself, tocalled £93} millions. There 
is little sign of their effect in the 
Exchequer accounts: supply ex- 
penditure at December 31 was up 


‘by £271 millions, compared with 


the estimated £228 millions in the 
full year. In addition, the debt 
charge had risen by £65 millions, 
compared with an estimated {£32 
millions; however, this represents in 
part simply encashments of old 
issues of national savings certificates, 
entailing payment of the accrued 
interest, which have been much 
more than offset by purchases of 
the attractive new issue. 

Against the above-line deteriora- 
tion, the accounts show a substantial 
reduction in net expenditures below 
line (from £438 millions to £343 
millions, compared with an esti- 
mated increase in the full year from 
£538 millions to £803 millions); but 
this does not reflect a corresponding 
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alleviation of burdens on the eco- 
nomy as a whole. It is attributable 
primarily to a reduction in loans to 
local authorities still larger than that 
expected (to only £85 millions, com- 
pared with an expected £220 millions 
and with £331 millions in 1955-56) 
and to a big lag in the new direct 
loans to nationalized industries. 
These were expected to take up 
£350 millions this fiscal year and 
next; by end-December they had 
reached £154 millions, and a further 
{65 millions was added last month. 


Egypt Expropriates British 
and French Banks 


A decree issued in Egypt last 
month formalized the take-over of 
British and French banks and insur- 
ance companies effected in early 
November on the morrow of the 
Anglo-French ultimatum. Business 
had continued under the control of 
the Egyptian sequestrator, though 
relations had been severed between 
the branches and head offices in 
London or Paris, and the European 
staff had returned home. 

The formal expropriation _ last 
month does not strictly comprise 
nationalization. ‘The capital of each 
institution is to be taken over by 
an Egyptian body, and not neces- 
sarily by the state. Executive posi- 
tions are to be reserved for Egyptian 
nationals. ‘The process of “ Egyp- 
tianization’’ is to be extended to 
other foreign banks and insurance 
companies over the next five years. 
The reports from Cairo state that 
the compensation for such com- 
pulsory transfer of capital will be 
assessed by an Egyptian tribunal 
and that it will be “ fair ’’—though 
there is no indication whether the 
owners will be able to remit the pro- 
ceeds in their own currencies. 

British and French institutions 
have in the past formed the main 


part of Egypt’s commercial banking 
system. The value of their assets in 
that country must be substantial, 
though in recent months the banks 
have probably contrived to main- 
tain an approximate balance between 
their Egyptian assets and liabilities. 
The three British banks with Egyp- 
tian interests are Barclays DCO, 
which has about 40) branches, sub- 
branches and agencies in Egypt, out 
of total branches numbering more 
than a thousand; the Commercial 
Bank of the Near East, which has in 
Egypt two of its three branches; 
and the Ionian Bank which has eight 
out of forty branches there. The 
Ottoman Bank, which is registered 
in Turkey but owned mainly by 
British and French shareholders, has 
also been taken over; it has ten 
Egyptian branches of a total of 
seventy. The French banks with 
substantial interests in Egypt are the 
Credit Lyonnais and Comptoir Na- 
tional d’Escompte. 


Better Year for Lombard Street 


The results of the three discount 
houses that make up their accounts 
at the end of the calendar year— 
which are also the three largest 
houses—-show some recovery from 
the hard knocks suffered in 1955 as 
a result of the onset of dear money. 
In 1956, the discount market not only 
earned good running margins on 
bills; it began to offset running 
losses on bonds by profits on the 
new high coupon issues, and over 
the year as a whole it had the benefit 
of some net recovery in short bond 
values. As a result, the Union 
Discount, the National Discount and 
Alexanders, which in 1955 had all 
had to draw on inner reserves in 
order to show a “ balance for the 
year ’’, in 1956 showed genuine cur- 
rent profits; though the National 
Discount and Alexanders, which had 
cut their dividends for 1955, merely 








maintained the 1956 distributions at 
the lower rate. 

In the case of Alexanders, even 
this decision was welcome; it had 
cut its 1955 payment more sharply 
than any other discount house— 
from 124 to 73 per cent—and last 
summer it reduced its interim from 
3? to 24 per cent; this is now offset 
by an increase in the final from 34 
to 5 per cent. The company reports 
a net profit, after provision “ to- 
wards’”’ depreciation of securities, 
of £65,400 (compared with the 1955 
‘“ balance ’’’, before directors’ fees, 
of £67,400); investments are again 
valued “ at or under cost and below 
redemption values’’, but the book 
depreciation of {2.6 millions below 
market value is virtually the same 
as that at end-1955. 

The National Discount is again 
paying 10 per cent, compared with 
12 per cent in 1954, and shows a 
“balance of profit” of £202,103 
computed after a provision “ to- 
wards ”’ depreciation (compared with 
the 1955 “ balance”’ of £105,725). 
This house, moreover, has narrowed 
the book depreciation on its invest- 
ments from {3.2 millions to just 
under £2.5 millions, which is just 
covered by the published reserves 
and carry-forward. The Union Dis- 
count maintains its dividend at the 
unreduced rate of 124 per cent, and 
shows a profit of £420,000 in place 
of the 1955 “‘balance”’ of £391,000. 
It adheres to its valuation of invest- 
ments at or under market prices. 


African Bank Inquiry 


The report of the tribunal ap- 
pointed last summer to examine the 
connection between Dr Azikiwe, the 
Premier of the Eastern Region of 
Nigeria, and the African Continental 
Bank tells a regrettable story. Dr 
Azikiwe, his family and the com- 
panies in the “ Zik”’ group held a 
major interest in the bank; and while 





Dr Azikiwe resigned from the offices 
of chairman and governing director 
when he became a Minister at the 
beginning of 1954, the tribunal 1s 
satisfied that in practice he “ kept 
his hands on the helm ”’. 

At the end of 1954, when the 
liquidity of the bank was at a 
dangerously low level—the bank had 
long been refused a licence on the 
ground that it failed to conform to 
the statutory minimum ratio—Dr 
Azikiwe used his influence to per- 
suade the Executive Council of the 
Eastern Region to deposit £30,000 
with the bank; and in his anxiety 
to do so “ he allowed false informa- 
tion [about a proposed amalgamation 
with a bank in the United Kingdom] 
to stand’”’. Then, in the spring of 
1955, the Finance Corporation of the 
Eastern Region purchased 784,000 
{1 shares at par in the bank, and 
deposited over {1 million of its funds 
with it. The tribunal finds it evident 
that the members of the corporation 
“cannot have acquired a very ex- 
tensive knowledge of the financial 
position of the bank’; if they had, 
they would have found that it was 
insolvent and that the shares were 
worthless. The effect of the trans- 
action was that the shares rose in 
value to their parity, while the 
bank’s cash resources expanded from 
£91,000 to £1,208,000. 

The tribunal believes that Dr 
Azikiwe’s primary motive was “ to 
make available an indigenous bank 
with the object of liberalizing credit 
for the people of the country ’’; but 
it is satisfied that “‘ he was attracted 
by the financial power his interest in 
the Bank gave him ”’, and that in fail- 
ing to relinquish his financial interest 
in the Bank when the proposal to 
inject public moneys into it was first 
mooted his conduct as a Minister 
in this matter “ has fallen short of 
the expectations of honest, reasonable 
people’. The tribunal’s report does 
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not appear to have been accepted by 
Dr Azikiwe’s party and ministerial 
colleagues; to meet its criticism the 
bank has been nationalized. Mean- 
while Dr Azikiwe has resigned, with 
his administration, and elections are 


to be held in mid-March. 


Merger of Accountants 


Outside the accounting profession, 
the proposal to merge the Society of 
Incorporated Accountants with the 
Institute of Chartered Accountants 
must be accepted, whatever the 
misgivings and regrets, as inevitable. 
Inside the profession, the proposals 
may still be turned down. Here the 
vote of the members of the Institute, 
where the scheme has to secure a 
two-thirds majority of the poll to go 
through, will be decisive. The 
anxiety to obtain the vote of the 
chartered accountant in private prac- 
tice may explain why the scheme 
seems to have been slanted to safe- 
guard his interests and to quieten 
his fears. 

Though there has been hard 
bargaining in the discussions about 
the merger that have been proceed- 
ing for the last two years, it has been 


the Institute that has largely laid 

























down the terms of the integration. 
Briefly, they are that members of 
the Society who have been trained in 
a public accountant’s office in this 
country (thus including the “ bye- 
law’ candidate as well as_ the 
articled pupil) will become chartered 
members of the enlarged Institute; 
those members of the Society who 
have been trained either abroad or 
in the treasurer’s department of a 
public or a local authority will 
become incorporated accountants of 
the Institute. These incorporated 
accountants can after a length of 
service in a public accountant’s office 
become chartered members, while 
those now under training can com- 
plete their service with a view to 
becoming either a chartered or an 
incorporated accountant. All new 
students will have to serve five years 
under articles in the office of a 
member of the Institute in private 
practice. ‘The number of pupils 
that ‘may be so trained by a partner 
is increased from two to four, and 
the bigger offices will be allowed 
more. 

The proposals can be said to be 
inevitable because the Society 1s 
losing much of its impetus. ‘That 
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impetus came from the “ bye-law ”’ 
candidate whose parents did not 
have to pay premiums for articled 
service and who received a bigger 
salary than the articled pupil; in 
recent years, however, premiums 
have become practically extinct, sala- 
ries of articled clerks have risen and 
articled service in the Institute has 
become easier to secure. 

The misgivings that the proposals 
have aroused both inside and outside 
the profession arise mainly on two 
grounds. First, a single body repre- 
senting public accountants will lose 
that element of friendly rivalry which 
in the past was good both for the 
Society and the Institute. Secondly, 
the merger, if it goes through, may 
widen the gap not only between the 
industrially and professionally trained 
accountants but also between 
accountants in practice and the mayy 
serving industry. 


Employees at Risk 

Far-reaching implications for em- 
ployers and employees, especially 
the latter, emerge from a decision of 
the House of Lords last December 
(in Lister v Romford Ice & Cold 
Storage Co Ltd), a decision that has 
attracted surprisingly little attention. 
The facts were simple enough: a 
lorry driver negligently backed his 
lorry so that a fellow employee (who 
was in fact his father) was injured. 
The fellow employee brought an 
action against the employers and 
naturally, on these facts, succeeded’ 
New law began to be made, however, 
when the employers’ insurance com- 
pany, having paid the claim, exer- 
cised its right of subrogation and 
brought an action against the negli- 
gent lorry driver. ‘The High Court, 
the Court of Appeal (Denning, L. J., 
dissenting) and now the Lords 
(Lords Radclitfe and Somervell of 
Harrow dissenting) all came down 
on the side of the insurance com- 
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pany; and it may be guessed that 
such employers as have heard of the 
case are very surprised and not very 
happy about it. 

All the law lords agreed that a 
servant owes a duty of care to his 
master, and that the master can sue 
him for damages caused by negligent 
work. Denning, L. J., in the Court 
of Appeal, had been reluctant to 
allow that an action would lie, and 
it is a remarkable fact that there is 
no previous recorded case. In any 
event the law on that point is now 
clear: it is not so clear whether the 
majority were right in refusing to 
agree that the existence of insurance 
was relevant. The lorry driver’s 
argument was that it is an implied 
term of the contract of service that 
the employee shall have the benefit 
of whatever relevant insurance his 
emplover effects. The dissenting 
judgments in the Court of Appeal 
and in the House of Lords upheld 
this argument, which certainly re- 
flects the common understanding of 
employer and workman too. 

Whatever one may think of the 
mefits of the decision, there seems 
to be no doubt about the law: unless 
Parliament steps in, every employee 
who causes damage by his negligence 
can now be made to pay for it, no 
matter whether his employer 1s 
insured or not. (That is, if the 
injured party brings his action against 
the employer. It is one of the odder 
features of the decision that if the 
action is brought against the em- 
ployee the insurance company still 
pays under the master’s policy but 
cannot recover against the servant, 
who, in law, has paid once already.) 
The Lister payment was made under 
an employers’ liability policy, not 
under the compulsory motor vehicle 
insurance; and it is reasonable to 
suppose that its effect is as wide 
ranging as the holding of such 
cover, which is very wide indeed. 








Alternative to 


Bank Rate ? 


OPES of a reduction of Bank rate, evident in the sharp fall that 

has occurred in bill rates, have played a notable part in the 

confidence that has been re-born in stock markets, and especially 

in gilt-edged, in this past month or so. Yet the shadow of Suez 
uncertainties, and of possible new dangers from Middle East politics, still 
lies heavily across the immediate economic prospect. It is certainly very 
apparent in the annual statements from the bank chairmen. Inevitably, 
the bankers this year have been reluctant to commit themselves to short- 
range forecasts. In the face of such international uncertainties they claim no 
greater prescience than other well-placed observers, and are always more 
anxious than most to keep clear of political controversy. 

This being so, there was the more reason to hope that the bankers would 
have devoted much of their attention to the major controversy that has arisen 
in their own sphere in the past year—the controversy over the principles and 
techniques of monetary policy. This is only the second year of the major 
experiment of reviving dear money as an instrument of control, and at the 
end of the first year the bank chairmen had much to say about its operation. 
[In this past year official policy has been significantly different—as will be 
seen from the detailed analysis on page 109—and public discussion has been 
widened by new thinking, notably upon the methods of regulating bank 
liquidity and the rejationship between money rates and longer rates. On 
these fundamentals, regrettably, the bankers keep silent, or almost so. No 
one would guess, from reading their *‘ statements’’, that there had been 
any such controversy at all: yet the possibility of direct control by the im- 
position of a minimum liquidity ratio variable at the will of the monetary 
authorities became, among others, a verv live issue, and the mere threat served 
for a time as an instrument of credit control, by making some banks anxious 
to maintain higher ratios than usual. 

Most of the bankers have, however, a good deal to say about the two most 
obvious instruments of recent policy—the high short-term rates and the 
‘‘ directive ’’ squeeze upon advances. ‘These, indeed, are among the most 
consistent of the chairmen’s themes (another is a welcome for the drive tor 
freer trade in Europe). But whereas twelve months ago most bankers 
approved the rise in rates, now they put most of their emphasis upon the 
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disadvantages of high short rates while saying little about their advantages 
or about their relationship to monetary policy as a whole. 

The disadvantages emphasized are, inevitably, the familiar ones that have 
been urged all along by the opponents of any recourse to orthodox monetary 
pressures—most notably the increased cost of servicing the overseas sterling 
balances, a point made specifically by four of the chairmen (Mr A. W. Tuke 
of Barclays, Lord Aldenham of the Westminster, Sir Eric Carpenter of 
Williams Deacon’s and Sir Thomas Barlow of the District). The burden 
upon domestic debt is also noted, together with the more subtle point— 
which is indeed an echo of the year’s new thinking—that high short rates 
may impede necessary funding operations. This last point is really the most 
forceful of all, since it is the only one that is not in principle a denial of the 
worth of any kind of monetary policy as a means of restraint—which evi- 
dently is not the argument that these banker critics are implying. If the 
monetary weapons against inflation were to be rejected because of the inevit- 
able costs in terms of debt service, the only alternative would be a strait- 
jacket of physical controls, which few people nowadays would welcome, 
which would be disastrous for the economy, and which would not stop 
inflation. 


Putting the Brake on Gilt-edged 


The criticism of high short rates as a deterrent to funding, and therefore 
to orthodox control of bank liquidity, has no such unintended overtones. It 
implies that in certain circumstances a policy of monetary restraint may best 
achieve its purpose—of keeping liquidity taut as the means of controlling 
the total volume of money—by exerting its pressure less through the short- 
term market and more through the gilt-edged market. On certain hypotheses 
it is arguable that present monetary policy is nearing the point at which some 
switch in emphasis of this kind is desirable: as the article on page 109 shows, 
the high short rates of 1956 were much less effective as a means of curtailing 
bank liquidity than were the somewhat lower rates of 1955. But one wonders 
whether all the bankers who make this point about funding fully realize that 
they are in effect arguing for an increased pressure, or at least a brake, upon 
the gilt-edged market. 

Another illustration of the risks of not pushing these criticisms of high 
rates through to fundamentals can be seen in the contradictions that lurk 
among them. Several chairmen complain that high rates check investment 
(which most economists would regard as their very objective), and one 
chairman who makes this complaint about short-term rates also develops the 
funding argument. Yet it is surely apparent that investment is much more 
sensitive to long-term rates than to short. Other arguments that are pointed 
in the same general direction emphasize that high taxation has deprived 
rising short rates of much of their deterrent effect upon borrowers, and that 
they are no longer so powerful a magnet as in the past for overseas funds. 

But not all the bankers argue thus negatively. No such points are made 
by Mr D. J. Robarts of the National Provincial, or by Sir Harold Bibby of 
Martins (or, for that matter, by Lord Harlech of the Midland——but he does 


78 





aed. ee 























not discuss monetary policy at all). Both these bankers, in common with 
some others, emphasize that before the Suez crisis the policy of high short 
rates and restriction of advances was slowly exerting its intended effects. The 
lesson, Mr Robarts remarks, is that such measures “ take a great deal longer 
than is generally realized to achieve the ends for which they are designed ’’— 
and he instances in particular the delay in the impact upon investment pro- 
orammes. He expects the “ excessive strain ’’ from these to continue for a 
considerable period. 

It should be emphasized that even those bankers whose criticisms of high 
short rates are most clear-cut do not appear to have become opposed to the 
principle of using them. Lord Aldenham remarks that “ circumstances 
compelled ” the authorities to “‘ show the red light”, and Mr Tuke would 
not have approved a reduction of Bank rate in recent months. He draws 
attention to the psychological force of a Bank rate increase—‘‘ but psychology 
is rather expensive at the price’. His own preference would be for a policy 
that begins by reducing the supply of money, and allows Bank rate to conform 
to the results of that restriction. This comes near to the funding argument, 
since the only monetary means of curtailing the supply, if an assault through 
short rates is ruled out (or, as in the recent phase, proves insufficient), is by 
selling gilt-edged in order to squeeze liquidity more directly. Whether Mr 
Tuke, and the others who argue on parallel lines, would really prefer this 
sort of medicine to the Bank rate sort is not clear. But it is very clear that 
they would all much prefer disinflation by Government retrenchment to 
any that relies mainly on specifically monetary action. The appeal for such 
retrenchment, and for a recasting of the tax system in the interests of incen- 
tives, especially for exports, is again a major theme in most of the statements. 


Inflation via Suez ? 


None of the bankers makes a direct plea for an immediate reduction of 
Bank rate. But the underlying opinion of most of them is easy to see: they 
feel that the moment for relaxation is approaching. This attitude has to rest 
either upon a conviction that credit restraint would in any case be better 
pursued by the funding technique—and that it would, in fact, be so pursued, 
as firmly as necessary, after Bank rate has been reduced—or upon the judg- 
ment that credit restraint is no longer needed in its present degree. Only 
one of the bankers, Sir Oliver Franks of Lloyds Bank, founds his argument 
explicitly on the first of these grounds. He makes it quite clear that he would 
like to see credit policy squarely based upon control of liquidity achieved by 
fundings of floating debt—but it is only by inference that one can deduce that 
he would favour a lower Bank rate. Mr ‘Tuke may possibly be thinking on 
similar lines: the “* excessive liquidity ’’ permitted to the banks last year, he 
says, “‘ means, in effect, that monetary management, which some critics 
deride, has not yet really been put to the test in modern conditions ”’ 

The alternative hypothesis, that the need for credit restraint is receding, 
has to rest on the assumption that the mild disinflationary tendencies that 
were developing before the Suez crisis will not be offset, and may be re- 
inforced, by its aftermath. This, at present, is a highly debatable assumption. 
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As was argued in The Banker \ast month, there is a risk that any slowing 
down of production as a result of Suez dislocations may be wrongly regarded 
as necessarily being disinflationary in the same sense as is a slackening 
produced by a natural decline in demand. The bankers do not discuss this 
point; most of them simply say that the relative weights of the inflationary 
and deflationary consequences still defy prediction. Sir Thomas Barlow 
emphasizes that speedy adjustments, in either direction, might be needed 
in fiscal and monetary policies—but hopes that “existing restraints will 
prove effective enough” without a toughening of these policies. Lord 
Harlech contents himself with the broad conclusion that Britain’s liquid 
resources and economic resilience have been shown, once again, to 
be insufficient for safety. ‘The most definite statement comes from Sir Oliver 
Franks. He declares that if “* a serious increase in prolonged unemployment ”’ 
were to result, the general policy of monetary restraint would have to be 
quickly relaxed ‘‘in whatever direction may prove to be most helpful ”’. 
But he does not predict any such development. On the contrary, he is 
emphatic that, for the time being, the Suez consequences have “* complicated 
still further’ the problem of inflation. For the present, he says, inflation 
remains the great danger, and “‘ over-all monetary restraint is even more 
imperative than before ’’. 

The reasons that lead the bankers to hope for an easing of money rates are, 
therefore, rather diverse, and in some instances obscure. ‘They are also 
subject to qualifications: Lord Aldenham, for example, would welcome a 
reduction in Bank rate only if it “can be made without giving the green 
light for a faster increase in our investment programme than our current 
savings enable us to afford’. ‘This is perhaps an obl'que way of saying that 
it might also operate as a green light for consumption—which many observers 
would regard as much more undesirable than a green light for investment. 
That is specifically the opinion of several of the bankers—though not, 
apparently, of Mr Tuke. He remarks, without explanation, that the time 
may be approaching when it may be desirable to stimulate consumption— 
in which case he would apparently favour first a general relaxation of hire- 
purchase restrictions. 

If that were the desired goal, such a move would certainly be preferable to 
an easing of monetary policy as such. Indeed, a comparable argument ought 
to extend to all the remaining physical or quasi-physical controls: they 
should rank first for relaxation, unless there were very compelling reasons 
indeed for maintaining the pressure at particular points. This principle 
draws attention to one rather remarkable aspect of the bankers’ hopes of an 
easing of money rates. All the bankers intensely dislike the ‘ directive ”’ 
squeeze upon advances, and most of them emphasize afresh the arguments 
urged against it last year. Lord Aldenham’s words express the general view: 
‘Jt is sincerely to be hoped that in the relatively near future we shall be 
enabled to judge all applications for assistance purely on their merits from a 
banking standpoint and not with the spectre of ‘directives’ looking over our 
shoulders’. But can the bankers seriously hope both for the ending of 
directives and for a relaxation of orthodox restraints in the near future ¢ 
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Sir Oliver Franks, for one, has no doubt that both would be impracticable: 
the desired goal of freedom in lending policies, he recognizes, will be attain- 
able only when the orthodox weapon of taut liquidity ratios resumes its 
‘normal place ’’. Are the bankers that inveigh agatnst high short rates really 
asking for a toughening of other orthodox restraints instead? If not, why do 
they not put the withdrawal of directives ahead of the objective of lower rates? 
ast year, several of them indicated that-they would have welcomed a still 
steeper increase in Bank rate if that could have avoided the need for the 
Butler “‘ request ’’—-as some were confident that it could and should have 
done. Surely, now, the relaxation, if not the complete withdrawal, of this 
form of control should be the bankers’ first aim. 


Mistaking Shadow for Substance 


In any case, if Bank rate is to come down, the necessary condition for 
safety—unless and until the evidences of true disinflation are much more 
apparent than they are thus far—must be a determined control of the floating 
debt to ensure a due grip upon liquidity ratios. If that is not being attained 
by budgetary means and by the savings drive, it must be attained by sales of 
gilt-edged securities. Recently, as a result of the hopes of the fall in Bank 
rate and the general “talking-up”’ of the market, the departments have 
been enjoying a good demand for their wares. The total of tender bills has 
therefore been reduced in the first four weeks of the new year much faster than 
is usual even at this peak of the tax-gathering season—which partly explains 
the steepness of the fall in bill rates. Given these favourable winds for the 
‘Treasury, a more overt funding operation may soon be envisaged. But is 
‘‘ funding ’’ by such means, by the very process of reducing interest rates — 
long as well as short—a sufficient sanction in present conditions ? 

The resultant cutting down of excess liquidity at the banks may avert the 
threat of a still further rise in bank deposits (whether through new purchases 
of investments or additional lendings). But, may not the green light of falling 
interest rates be just as inflationary, in its real effects upon the economy, as 
the further rise in deposits would have been ? In monetary terms, a policy 
that combines falling gilt-edged yields with falling liquidity ratios may merely 
be inducing an increae in credit velocity for the sake of preventing an increase 
in the actual amount of credit. Moreover, it is bound to make the banks less 
sensitive to a fall in their ratios. 

Whatever room for argument there may be about such a policy in general, 
there can be none about one special case of it that has been important during 
the past year—the technique of “‘ controlling ”’ liquidity not only by talking- 
up the gilt-edged market but by persuading the banks themselves to buy. 
Such tactics may appear to put some brake on new credit inflation, yet 
they consolidate the inflation that has already taken place (as a result of the 
Hoating debt borrowings that created the excessive liquidity), and they are an 
encouragement to the government to abstain from genuine funding whenever 
that threatens to be difficult. "The new Chancellor, if he seeks guidance from 
the monetary controversies and trends of this past year, must beware of 
mistaking the shadow for the substance. 
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Sterling after the Run 


Y general consent of those who have had to bear the heat and 
burden of the battle, the force of the attack from which sterling is 
now convalescing was the worst that our currency has yet had to 
endure. The three great preceding crises of 1931, 1947 and 1949 
were provoked by deep-seated maladjustments, which only positive correc- 
tives could remedy. The crisis of 1956, the Suez drain, was unique in that 
it was in essence exclusively a crisis of confidence. It did not reflect any 
basic disequilibrium in Britain’s economy; and confidence was restored 
immediately after Britain’s agreement to withdraw from Port Said had 
opened the way to America’s astonishingly swift and massive help in mobiliz- 
ing the defensive reserves. Window dressing, for the time being, was all 
that was needed. By the early days of the new year, less than a month after 
sterling was being subjected to the full force of the speculative run, bear 
covering had carried the rate above $2.79; and in the third week of the 
month it touched the $2.80 parity for the first time since last June. 

The process of covering the short accounts and replenishing the depleted 
sterling balances has however only just, begun. ‘The existence of a bear 
position in sterling, as has frequently been pointed out in these columns, is 
technically a source of strength—once the tide of confidence has fully turned. 
The speculative pressures have now been checked: is it prudent to expect 
sterling to receive a sustained lift from their actual reversal? ‘The answer 
may depend on whether the world is satisfied, on a long as opposed to a 
short view, that window dressing was enough. 

One encouraging factor in that reckoning is the trend of Britain’s trading 
accounts. ‘This was a crisis in a year in which, as Mr Peter ‘Thorneycroft, the 
new Chancellor, pointed out last month, Britain’s dollar exports rose by 
no less than 25 per cent, and in which Britain earned a substantial surplus 
on all current payments. Mr Thorneycroft gave official confirmation that 
there was a surplus in the second half of the year, to be added to the surplus 
in the first half provisionally estimated at £144 millions. It was money on 
capital account that was fleeing from London. The loss of confidence was 
not confined to the devaluation-conscious holders of sterling on the Con- 
tinent of Europe. ‘These certainly did their part; but in the second half of 
1956 a very large part of the world, not excluding the sterling world, began 
to take a decidedly bearish view of sterling, and moved from sterling into 
goods, or into dollars and other currencies. ‘The speed and scale of such 
action is apparent in the huge drafts made on the gold and dollar reserves 
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between end-July and end-December; the fall in the reserves when adjusted 
for the special credits and payments (see page 136) reached $845 millions, 
representing a fall of more than one third in four and a half months (the 
drain is officially stated to have been checked in mid-December). Without 
the drawing of $561 millions from the International Monetary Fund, the 
reserves at the end of 1956 would have stood at $1,572 millions—which 
would have been their lowest point since the immediate aftermath of the 
1949 devaluation. 


Sources of the Strain 


It is possible to trace the sources of a large part of this so nearly disastrous 
loss. Perhaps the biggest strain came from the Far East. India drew down 
its sterling balances by £150 millions—the amount intended for the whole 
of the second five-year plan period to 1960—which brought them within 
a short distance of the statutory minimum required for cover of the note 
issue. Much of the drawings were used to pay for capital goods imported 
from non-sterling countries, and many of these payments were made well 
before they were due—a timing that reflected an intent to use the sterling 
‘“while the going and the rate were good’”’. The same philosophy seems 
to have been followed in Japan. The Japanese Government during 1955 
built up sterling balances totalling more than £130 millions. This was 
appreciably more than was needed for normal working balances; but during 
1956 the Japanese not only reduced these balances to a bare £20 millions or 
so, but negotiated credit facilities in the London market to a total of about 
that amount, partly against dollar collateral. ‘This extreme short position has 
now been reversed in part; last month Japan made a modest increase in its 
London balances. 

Another Asian source of pressure last year was China. At the end of 1955, 
China was estimated to hold sterling balances of around £100 millions. This 
represented the bulk of the country’s external reserves; sterling was favoured 
because the Communist Government feared that holdings in dollars might 
be vulnerable to some form of immobilization or sequestration by the United 
States. The larger part of these sterling balances has now been drawn down— 
for what motives is not known. Much appears to have been converted into 
dollars through the transferable sterling market in Hong Kong. A very 
small part has also been converted into Swiss francs, which have been placed 
at the disposal of Egypt. Further, as the article on page 91 suggests, China 
seems to have made transfers of sterling to Russia and the European satellites. 

Not surprisingly in the crisis of 1956, these stresses on sterling from the 
lar East were augmented from the Middle East. ‘The blocking of Egypt’s 
sterling assets was regarded by certain Middle Eastern rulers as a warning 
and a precedent, and for this reason, and also apparently for political ones, 
they have run down their own sterling assets. Most of these sales too were 
canalized through the transferable sterling market. 

In addition to these withdrawals of capital, sterling was also afflicted by a 
sizeable volume of outright speculative sales. During the latter part of 1956, 
forward sales of sterling, mainly against dollars, heavily outweighed the 
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reverse transactions—as the big widening in the forward discounts showed. 
In accordance with normal practice, the banks in the market covered them- 
selves by buying spot dollars, in effect transferring money from London to 
New York until the maturity of the forward contract. And these pressures 
were supplemented in no small measure by speculation through nominally 
commercial operations, including the familiar “‘leads”’ in sterling out- 
payments and lags in conversion of non-sterling receipts. 

It is truly remarkable that the impact of this many sided attack on sterling 
was taken without a single move in tightening the exchange control, and also 
without the imposition of any restrictions on imports. In fact, exchange 
control continued to be liberalized during 1956; an immense number of 
small commercial transactions were relieved from the need of official docu- 
mentation. During the year the staff in the Bank of England’s exchange 
control department was reduced by a further 250, and now amounts to only 
600 compared with a peak of about 1,600 reached soon after the end of 
the war. 

Now that the speculators’ fears have been confounded, the cost of running 
the short accounts is emerging as a major deterrent. The discount on forward 
sterling has fallen sharply from its peak of the equivalent of nearly 5 per cent 
per annum when fears were at their height, to around 14 per cent; and the 
sharp rise that has taken place in the spot rate has greatly increased the cost 
of covering outstanding forward sales. ‘This steady improvement in the spot 
rate has proved a strong deterrent to the renewal of bear positions and a 
strong encouragement to speculators to cut their losses and cover before 
the expiry of the full term of their contracts—lest they should then find 
the spot rate higher still. 

Another element in sterling’s technical strength is the fact that the most 
volatile balances have disappeared. It is indeed sometimes argued in high 
quarters that little has been lost by incurring debt with the IMF and the 
Export-Import Bank while repaying sterling debt to individual countries. 
Such reasoning, however, can easily be carried too far. ‘The sterling balances 
that have been withdrawn are not merely debts; they are the sinews of 
Britain’s international banking business. Their permanent loss cannot be to 
Britain’s advantage. At least some of them are likely to return once the world 
is satisfied that sterling is underpinned by a solvent, stable and 
viable economy. 

In the current phase, of course, Britain’s balance of payments, and 
especially its dollar balance, is being subjected to the special burdens resulting 
from the disruption in supplies of Middle East oil. For sterling, however, 
mitigating forces should be provided not only by a favourable turn in the 
capital account but also by an increase in the current earnings of the overseas 
sterling countries. ‘The closing of the Suez canal has given a sharp boost to 
prices of key sterling commodities—and most notably to wool, rubber and 
tea, which between them account for no less than one quarter of the total 
exports of overseas sterling countries. The minor wool boom has helped to 
transform Australia’s long lived payments deficit into significant surplus, 
and the rise in its London balances has encouraged the Commonwealth 
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authorities to make some relaxation of the severe import restrictions (as 
reported in detail on page 125). The easing has however been modest, 
and the Australian anthorities seem determined to act with caution until 
the recent external recovery is firmly consolidated. India, in turn, has 
followed the veritable orgy of importing allowed in 1956 by a stiff restrictive 
turn of the screw (reported on page 127). 

In the meantime, Britain’s additional payments for dollar oil are now 
believed to be running at about $30 millions a month. The loss of oil sales 
to non-sterling countries seems to be rather more, though not the whole of 
this loss is incurred in dollars; a large part of it results in a deterioration of 
Britain’s balance with the European Payments Union, settled 75 per cent 
in gold or dollars and 25 per cent in credit. Some of the strain on the reserves 
resulting from Britain’s dollar purchases, it is understood, will be taken by 
drawing on the Exim line of credit. 

Britain’s total balance of payments on current account is officially expected 
to be just in balance in the year to end-June; this clearly implies a deficit 
in the current half-year. In the second half of 1957, it seems reasonable to 
hope, the emergency may be over, and the long task of economic rebuilding 
and repair will have to begin. First in priority must be the restoration of 
Britain’s payments surplus—and to a substantial amount. It must provide 
for the continued export of capital to the overseas sterling area. What India 
did in 1956 West Africa and Malaya may do in 1957 or 1958. Britain must 
provide too for the repayment of external capital—in particular, of course, 
the large medium term credits from the IMF and Exim. Last, but not 
least, the payments surplus must be devoted to the restoration and expansion 
of the gold reserves: their inadequacy was the outstanding lesson of the 
crisis of 1956. Indeed, had Britain had a reserve of say $4,000 millions this 
run on sterling might have been avoided altogether. 


New Danger—The Next Election ? 


The crisis should also draw attention to a potential future source 
of speculative attack: the possibility, many would say the probability, of a 
Labour Government. In itself this need imply no economic disaster. Labour 
has produced the most orthodox Chancellors of our generation—from 
Snowden to Cripps. she main danger lies in the period of uncertainty that 
must precede a General Election. How would the foreigner and also the 
resident react to this and to all the questions that would be raised by the 
election of a Labour Government to office ? The defensive weapons of 
exchange control that existed in 1945 and 1950 have been largely dismantled. 
Virtually all the sterling in non-resident accounts is convertible at a modest 
discount below the official rate. It may be that between now and the election, 
which could be at the very latest in spring 1960, the underlying strength of 
sterling will have grown sufficiently to make the vaulting of this political 
hurdle much easier than it now appears likely to be. On any prudent reckon- 
ing, however, it is a matter of some urgency, even at this distance from the 
event, that the problem of sterling in the next election should receive earnest 
attention from the technicians and the leaders of the two main parties. 
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As I See lt... 


By SIR OSCAR HOBSON 































The Team and the Task 


VERYONE will deplore the manner of Sir Anthony’s going but, after 
the miscarrying of his Suez adventure, the fact of his going may 
well prove a gain for the country. In the sphere of foreign, and 
particularly Anglo-American relations, that is obvious. In the possibly 
even more vital sphere of economic policy, one can also hope that it will 
prove true. Mr Macmillan brings to the premiership the inestimable advan- 
tage of his year at the Exchequer. As Chancellor he acquitted himself pretty 
well. His speechifying, despite its superficial brilliance, was not always 
impressive. He had difficulty in keeping the state of employment in Stockton 
in 1931 out of the argument. He was too apt, after stating with great force 
the case for monetary discipline, to blur the effect by going on to suggest that, 
after all, a moral appeal to the people might be just as good. But he had the 
priceless asset of being able to take decisions and act boldly. 

Whatever his manner, he could be fortiter in re. A few months ago I had 
the temerity to say in 7‘he Banker that his bite was better than his bark. That 
is an unusual characteristic among present-day politicians. As prime minister 
may he continue to exhibit it! What we shall need above all in our prime 
minister in the next couple of years will be fearless action in the domestic 
and particularly the economic domain. Mr Macmillan’s choice of Mr Peter 
Thorneycroft as his Chancellor of the Exchequer is an excellent one. Shortly 
after his appointment as President of the Board of ‘Trade his ministerial life 
seemed to hang on a thread—but by his courage and a capacity for clear 
thinking, he won through. He will have full scope for his powers at the 
Treasury. 

But in what direction must we hope that he will use them? If we are to 
discuss this matter, we must do so on the assumption that the Suez “‘crisis” 
is now over, that transit through the Canal will be restored in a matter of 
three or four months and that all the vexations and frustrations of oil shortage 
and petrol rationing will then sink into perspective as, after all, rather small 
beer. ‘There is always a chance that events will make nonsense of the assump- 
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tion; but, if so, they are likely to make nonsense of anything else that can 
now be written on our situation. 

Within that assumption I would say that economic action ought to be 
directed to two ends. First the winning of the fight against inflation. Secondly, 
the constructive reform of our tax system. Without the decisive arresting of 
the tubercle that has been eating away at our currency ever since the end of 
the war, we can only look forward to a steady loss of prestige and authority 
in the world and a steady sapping of our social and commercial vigour and 
vitality. ‘The present unprecedented rush of would-be emigrants from the 
country is but the latest of many warnings of the fate that lies in wait for us. 
By the arrangements made by Mr Macmillan a couple of months ago, first 
aid has been rendered to sterling. ‘The wounds of Suez have been bound up 
but the healing process has hardly begun. 

Inflation is a disease of monetary plethora which can only be cured by 
controlling the flow of money. ‘That is a fact which we must resist every 
temptation—and they are many—to forget. ‘True, the disease may so weaken 
the patient’s constitution that he has difficulty in taking the medicine. 
Despite some painful but strictly local symptoms there is no sign of that at 
present. Or he may wilfully reject the medicine. If so, it is too bad. But it 
is not for the doctors to suggest to him that he may rebel against the treat- 
ment—which is what they constantly seem to do. And it is certainly not the 
time to listen to homeopathic quacks who would inoculate him with live 
bacilli of the disease from which he is suffering. 

It is to be hoped that the new Chancellor will steadfastly ignore all counsels 
to take a risk on the budget or to relax prematurely the control of credit. 
That way disaster lies. It is true, nevertheless, that much more than a 
balanced budget and a high Bank rate are required. 


Stampeding into Defence Cuts ? 


There is urgent need, as almost everybody agrees, of a drastic recasting of 
the whole tax system so that there may be a release of the springs of produc- 
tive energy which have been so clogged by the misguided and makeshift 
financial expedients of the past near-score of years. It requires more courage 
than governments ndérmally possess to tackle this task without the cushion of 
a sizeable cut in expenditure to work from. Most people agree on the desir- 
ability of reducing public expenditure. Usually they do not agree on what 
expenditure should be reduced. But now there seems to be a remarkable, 
and to me rather perturbing, unanimity on the need to cut expenditure on 
defence. I am sure that there is scope for economies in defence as in most 
other branches of expenditure. What disturbs me is the reasons commonly 
given for economizing on defence. We must cut the defence bill by £300 
millions or £700 millions “‘ because we cannot afford the money” or 
‘‘ because we cannot stop inflation unless we do”’. 

This seems to be a wrong and dangerous approach. ‘To begin with it is 
just not true that we cannot afford to go on spending £1,500 millions a 
year on defence if it is really essential that we should. It is true that we spend 
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a rather larger proportion of our national income on defence than other 
Western European countries (though less than the United States). But, 
inasmuch as we have a higher standard of living than, probably, any of these 
countries, and inasmuch as our general standard of living has been rising at 
an almost unprecedented rate in recent years, it is absurd and, I would almost 
say, dishonest to pretend that it is a matter of desperate urgency that we 
should lop hundreds of millions off defence without stopping to think about 
it. “‘ After what happened at Suez what is the use of spending money on 
defence ’’, strikes me, incidentally, as the worst of all the arguments for the 
lopping. 

The defence needs of the country, it seems to me, ought to be considered 
per se and not to be treated as a sort of “ balancing item ”’ to be slashed 
incontinently if the account cannot be conveniently balanced in any other 
way. They should be determined after careful evaluation of all the relevant 
factors. ‘The public ought to be let in on this discussion far more than it 
has been. It has, for example, only the haziest idea of the reasoning by which 
the proportion between “ nuclear’ and “ conventional’ weapons is being 
decided. One wonders, indeed, how far the experts themselves have thought 
out a clear set of principles. On so vital a matter the public, which foots the 
bill, ought not to be kept in the dark. But, meanwhile, I hope the new 
Government is not going to be stampeded by popular clamour into an ill- 
considered change of policy on defence, which we should almost certainly 


live to regret. 


Priorities in Tax Reform 


Nevertheless, I do agree that a new drive for economy in public services 
(including defence but not exclusively defence) is an urgent and vital task 
for the new Government. Mr Macmillan 4 couple of months ago threatened 
to impose fresh taxation in the coming budget if it proved to be necessary. 
On the assumption, on which we are working, that the next few months 
bring no fresh troubles in Suez or the Middle East, this fresh taxation ought 
not now to be necessary. On the contrary it is imperative, for the well- 
being of the country and the survival of the Government itself, that the new 
Chancellor should establish at least a sufficient surplus to give him elbow 
room to start on the necessary reforms of the fiscal system. It is unfortunate 
that we always seem to change our Chancellors about three months before 
Budget day, but Mr Thorneycroft is an energetic man and he must not be 
deterred by the weight of routine work from making a start in his first budget 
on the vital reforms. 

What are the most vital? Well, I say that in the present state of our national! 
economic affairs dynamism must take precedence over egalitarianism. So 
I put first tax reliefs which will do something to abate the frustration of the 
professional, administrative, executive and academic classes. ‘They are an 


extension of earned income allowance above the present income limit of 


£2,025 and a lifting of the starting point for surtax from {£2,000 to, say, 
£3,000. 


Like others in my line of business, I have read and re-read Frank Paish’s 
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article in Lloyds Bank Review on the Real Incidence of Personal ‘Taxation, 
and have pondered over his figures. What he shows more clearly than anyone 
else has done is that the workers of this country are divided into two classes. 
There are the manual workers and most others in the lower income brackets 
who, by virtue of increases in their money income and reduction in tax 
rates, retain net real incomes which are not lower than those they received 
ten years ago and in most cases are higher. And on the other hand there are 
the people in the higher income brackets—roughly those whose incomes were 
above £2,000 a year in 1947-48—who now have to content themselves with 
smaller net real incomes—reduced living standards—even if their gross money 
incomes have risen proportionately to the rise in the cost of living. It is clear 
from Professor Paish’s statistics—if one didn’t know it already—that the gross 
incomes of most people in this class have not risen in this proportion. 
A fortiori have the net real incomes of this majority fallen. Only the quite 
exceptional few whose money incomes have risen far more than propor- 
tionately to the rise in prices can possibly be enjoying higher standards of 
living than ten years ago, let alone than before the war. 

Now I do not believe that it can be for the good of the people that there 
should be this sharp division between those who can look for a steadily 
improving standard of living and those who can either look for no improve- 
ment as they rise in their professions or businesses or must expect an actual 
retrogression. It is a form of discrimination that must lead progressively to 
more and more class antagonism. I think that most of the frustration so 
constantly ascribed to the excessive burden of taxation is due not to the over- 
all weight of the burden measured in real terms but to the discrimination 
against that particular section of the population that makes an outstanding 
contribution to the material progress and the efficient administration of 
the country. Let it be remembered that a present day gross income of 
£2,000 is equivalent to little more than £750 in terms of pre-war purchas- 
ing power—the income in those days of a superior clerk or a rather 


junior manager. 
Penalizing Equity Capital 

Two other taxes dre in urgent need of radical recasting, profits tax and 
purchase tax. Profits tax was always a most inequitable impost and it has been 
made worse by Mr Butler’s and Mr Macmillan’s decisions in the last two 
budgets, in flat defiance of the advice of the Royal Commission, to widen the 
already excessive gap between the tax rates on distributed and undistributed 
profits. It really is fantastically unfair that profits distributed to equity 
shareholders should carry a tax of 6s in the £ while profits distributed to 
preference shareholders carry only 7d and interest paid to holders of loan 
capital bears no profits tax at all. Companies ought not to be penalized by 
reason of the fact that, in pursuance of principles of capitalization that are 
inherently sound, they have little or no loan capital. Nor on the other hand 
is it fair that a swingeing burden should be imposed on the equity holders 
of a company with a highly-geared share capital. It is right that a corporation 
trading for profit should be liable to a moderate tax on income additional 
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to the standard rate of income tax. But a tax that must lead, is leading, to 
top-heavy capital structures and may even lead to distortion of the structure 
of industry itself by its encouragement of undiscriminating “ ploughing 
back” stands self-condemned. 

It should be replaced by a flat tax on all profits distributed and undis- 
tributed. To bring in the same revenue as now, the rate would need to be 
rather high (about 10 per cent) but it should be a matter for consideration 
whether loan capital should be allowed to escape altogether. 

It will, of course, be objected that both the reform of the profits tax and the 
alleviations of income tax I have suggested will benefit the “‘ rich’ and not 
the “ poor ’’, and it is true that their impact-benefit will be on income brackets 
well above the average. I concede this much to political practicability: I 
agree that it would be difficult to carry at least my income tax and surtax 
proposals through without some alleviations at the lower end of the scale. 
That is why I spoke of the necessity for a cushion of expendable surplus. 
Nevertheless, I put forward these reforms, not as a “ class ’’ measure but as a 
measure whose benefits will in time be disseminated through the masses 
as well. 

Now there is a third fiscal reform that seems to me urgent even though not 
quite so urgent as the other two. ‘This is the replacement of the present 
purchase tax by a small flat sales tax on the mass of goods sold at retail. 
There could be exceptions (e.g. basic foods) to the incidence of the tax. There 
could still be sumptuary taxes on tobacco, alcohol, etc. But the basic merit 
of a sales tax is its universality. It does not cause much hurt or annoyance 
because it is so well spread. ‘The present purchase tax on the other hand is 
discriminatory and arbitrary. Certainly it is flexible and can be used as an 
instrument of control of consumer’s expenditure. Personally, I do not, in 
the light of recent experience, find that much of a recommendation. Sudden 
big changes in the rate of tax on motor cars and consumer durables, well- 
intentioned as they may be, are highly disturbing to the industries concerned. 
Except on the theory that all’s fair in financial crises, they certainly cannot be 
regarded as just and equitable. They play fast and loose with the democratic 
principle that the citizen ought to be allowed to spend his income as he 
chooses. It is really time that we set about discarding such a half-baked 
‘“ planning ”’ device. 

To conclude—I feel strongly that it is time we stopped tinkering with our 
tax system and started reconstructing it on what, in the light of the accumu- 
lated experience of these eleven years since the end of the war, can reasonably 
be expected to prove a permanent basis. Agreed that this is a tough job to 
thrust on a new Chancellor of the Exchequer within three months of his 
taking office. And certainly no one will expect that more than a good start can 
be made with it next April. But Mr Thorneycroft has shown qualities that 
make one think he can make a start. And it is heavy odds that if he doesn’t 
do it in his first budget we shall still be floundering in the same patched-up, 
obsolete, oppressive, illogical network of taxes when the next General 
Election comes. Heaven help the Tories if that is so. 
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Cracks in the Rouble 
Bloc 


ECONOMICS OF SATELLITE REVOLT 


HE violent convulsions that have shaken Russia’s satellite empire 

in Eastern Europe in recent months are regarded by many observers 

as the most important political development since the end of the 

war. Only time will show whether that is an exaggerated view. 
But it is already clear that the revelation, and dramatic spread, of fissures 
in the supposed monolith carry major economic implications—for the 
economies of the (former?) satellite countries themselves, for Russia and for 
the West. Russia has already been forced to abandon certain of its more 
flagrant practices of economic exploitation; and it has had to meet a big 
increase in the demand by Eastern Europe for long-term credits. ‘These 
demands upon Soviet resources dearly wanted to support political infiltration 
in the Middle East and Asia must be galling indeed to the men who exposed 
Stalin’s errors. Western governments, too, with Poland’s request for 
economic assistance now before them, must soon take important decisions 
—essentially, on whether it is politically right or economically prudent 
to make economic sacrifices across the Curtain. 

It is obviously far too soon to assess the extent to which East European 
countries can free themselves from Soviet economic domination: that must 
depend on the stren¢th of the political revolt and on how far success can 
be consolidated. In Hungary, plainly, the whole issue is still tragically 
open; but at the very time that the battle of Budapest was at its height in 
November, Mr Wladyslaw Gomulka, reinstated as secretary of the Polish 
Communist party, was wresting from the Russians in Moscow an economic 
agreement granting major concessions, of practice and of principle, in 
Poland’s favour. The agreement is important both in its own right and 
as an example of what other East European aspirants to Poland’s present 
status may hope to achieve. It is conducive, too, to closer and firmer trade 
links with the West. 

The obstacles to any large and lasting increase in East-West trade remain 
formidable; but Western countries, and especially Britain, should not 
under-estimate the possible economic advantage (disregarding any political 
advantage) that might be gained from even a limited increase on a narrow 
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front. The Communist bloc, it is not generally realized, has been among 
sterling’s largest creditors; yet Russia has recently again come into the market 
as a buyer of transferable sterling against gold. Britain’s reserves would 
quickly benefit from any sustained increase in exports to the rouble bloc. 

The new economic possibilities for the West and the new economic 
problems for Russia that now seem to have arisen from the stubborn 
national self-assertion of Poland and Hungary can be judged only against 
the background of the system as it has been built up in the decade of 
Communist rule. This article turns first to what is known of the internal 
economies of the bloc and the relationship between them; this is followed 
by discussion of the nature and mechanics of trade with the West, of the 
use of sterling and the bloc’s balance with the sterling area, and the rdéle 
of gold sales. ‘The prospect is then discussed in the context of the 
new Soviet agreement with Poland, and the reaction of Western countries 


to Poland’s approaches. 


I—PRICE OF MARXIST ** PLANNING ” 


When the Russians established Communist regimes throughout Eastern 
Europe after the war they enforced drastic changes in the countries’ 
economies. ‘To some extent these were designed to provide Russia with 
materials of which it was in great need (such as coal from Poland’s newly- 
acquired German territory). But the overriding aim was to create in each 
country a large heavy industry. ‘The motivation of this policy was strictly 
doctrinal: Communist power, orthodox doctrine laid down, could be sus- 
tained only by the creation of a large industrial proletariat (a hypothesis 
that has now been savagely exploded in the streets of Budapest). The 
result of this attempt to build up a series of “little Russias ’’ has been 
economically disastrous. ‘The traditional and natural agricultural surpluses 
of the East European countries have on the whole disappeared, while the 
imposition of industry has often been ill-conceived, unpractical and. bur- 
densome, and generally unco-ordinated either with possible supplies of 
raw materials or with projects in neighbouring countries of the bloc. It 
is interesting to reflect that, in the abstract, a planned economy covering 
any such bloc might have been expected to have done exactly the opposite 
—to have encouraged regional specialization to the hilt. 

The evident economic waste that resulted from this Communist economic 
policy was appreciated even by Stalin, and in 1948, following the secession 
from the bloc of Yugoslavia and the establishment in Western Europe of 
OEEC, the East countered with the Council for Mutual Economic Assistance, 
designed to co-ordinate economic policies and in particular to encourage 
maximum trade between the countries comprising the “ socialist world 
market ’’. At first there appears to have been little serious attempt to 
co-ordinate production, though this has been more apparent since the 
East Berlin riots of mid-1953 induced a slackening of the rein in a number 
of satellite countries; at times this has taken the form of the abandonment 
of the more ludicrous of scheduled industrial projects that were obviously 
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duplicating capacity* elsewhere. ‘This process received a further stimulus 
in 1956, and the ‘‘ Comecon ”’ is believed to have established a number of 
sub-committees studying possibilities of co-ordination of production in 
engineering, the chemical industry and various light industries. 

But the main task to which Comecon appears to have directed itself is 
the streamlining of trade. Even here the standard of co-operation has not 
been high. ‘Trade between countries of the bloc is expressed in roubles 
(though bargaining about the prices to be charged is often in terms of free 
market prices in sterling or dollars); the Comecon does apparently provide 
machinery for some multilateral compensations of bilateral rouble credit 
and debit balances, but it seems that the general aim continues to be the 
achievement of bilateral balance between each pair of trading countries. 
Thus if a substantial net balance emerges on the expiry of a year’s trade 
agreement, the next agreement will probably be shaped with a view to 
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restoring equilibrium. If the satellite country is in dire straits Russia may 
provide credit; but, as can be seen from Table II, before 1956 very little 
credit was granted to the European satellites (except, after the 1953 riots, 
to East Germany, which had been making heavy deliveries as reparations). 
Russia’s main lending effort was reserved for China; and on balance, it seems 
reasonable to suppose that the cost of the credits granted to the European 
satellites was more than offset by the gains from price bullying and acqui- 
sition of scarce products. 

Trade within the bloc usually seems to be transacted with great suspicion. 
As there is no recognized free market price, the price at which goods are 
entered in the trade agreements, and the selection of the goods themselves, 
are issues of bitter dispute, especially as the Russians have a record of using 
both their political and monopoly powers to the fullest advantage. There 
has also been evidence recently that distrust of Russia has made the 
satellites reluctant to pool resources and information in trade with non- 
Communist countries. At times, however, co-operation in external trade 
is very marked, involving the acceptance of orders by one satellite on behalf 
of another or of Russia itself. 


II—THE RUMP OF EAST-WEST TRADE 


The effect of Communist economic policy has inevitably been to reduce 
drastically the scope for trade with the West. The underlying cause of the 
diminution of trade, as has been emphasized in earlier articles,* has been 
not the remaining Western trade restrictions, but on the one hand the 
whittling down or outright disappearance of the Communist countries’ 
traditional export surpluses, and on thé other the elimination in the Com- 
munist directed economies of any long-term market for Western manu- 
factured goods. ‘The switch has indeed been tremendous. In 1938, the 
countries comprising the existing Communist bloc, including China and the 
Soviet Union itself, transacted only 10 per cent of their external trade 
amongst themselves. By 1948 that proportion was estimated at 40 per cent 
and by 1953, with China fully integrated in the bloc, it was no less than 
78 per cent. In 1955 the countries of the bloc together supplied only 
2.9 per cent of Britain’s total imports, compared with 6.4 per cent supplied 
by the same countries in 1938; the decline in their share of Britain’s exports 
was sharper still, from 7.4 to 1.9 per cent. 

Even the small remaining amount of East-West trade, moreover, rests on 
a slender base. Trade with the Communist bloc has become unusually 
hazardous. It has frequently borne little relationship to the true balance of 
cost advantage, and equally little to scheduled trade plans or “ offers ”’ 
—witness the fate of the much-heralded grandiose shopping list produced 
at the Khruschev-Bulganin visit to Britain last spring. In trade with 
under-developed countries, Communist supplies and purchases, in con- 








——— ———— 


* See ‘“‘ More Trade with Russia ?’’ in the June, 1956, issue of The Banker, and “ The 
Soviet Economic Offensive ’’ in the issue of February last. 
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junction with long-term credits, are often wielded as a political instrument, 
to be turned off and on like a tap. 

However, the new drive in the Middle East, Asia and Latin America 
has been rather more suitable to the new pattern of the Communist eco- 
nomies than the traditional trade with the West, as these countries provide 
a source of food and raw materials (if at prices often above world market 
levels) in exchange for the Communist countries’ manufactured goods 
(which in turn need not be internationally competitive). 

The approach of the Communist countries to trade with the outside 
world has been still more rigidly bilateral than that to trade within their 
bloc. Agreements with countries in Latin America, the Middle East and 
some OEEC countries are bilateral payments agreements in the true sense, 
providing for inconvertible “* swing ”’ credits up to stated amounts; these are 
always expressed in a Western currency, owing to the wholly unrealistic 
official rates of exchange of the rouble and the associated satellite currencies. 

Britain and Germany, however, have no truck with this bilateralism; the 
Communist countries are in their transferable currency areas, and they are 
thus free to use the sterling or deutschmarks they earn for payments to any 
country outside the dollar area.* “The Communist regimes have nonethe- 
less been anxious to draw up their customary trade schedules. For Britain 
these have little significance—except that they provide the chance to make 
the grant of concessions on imports subject to quotas dependent on reason- 
able service of Britain’s financial claims, resulting mainly from post- 
war nationalization of British assets. Such agreements have now been 
reached with all the European satellites except Rumania; yet it is found 
that these countries consistently fail to take up the quotas allotted to them, 
and that they make little of their opportunities in the large portion of 
Britain’s import trade that is quota-free. ‘ 

Attempts have been made in recent months to move away from the 
generally rigid bilateralism to which the bulk of East-West trade is sub- 
jected. ‘The initial proposal was made last autumn by the secretariat of the 
Economic Commission for Europe, in which both Eastern and Western 
European countries are represented at Geneva. ‘The plan was for a simple 
compensation schemé providing for the offsetting of individual bilateral 
credits and debits between al! participating members. The scheme was 
supported by the Communist countries and by a group of OEEC countries 
that attach importance to their bilateral agreements with the East as a 
means of selling exports that might be difficult to dispose of in the world 
market. ‘These countries included France, the Scandinavian countries, 
Austria, Greece, Turkey and Portugal. 

Britain and Germany, however, have declared themselves wholly opposed 
to the scheme. Their currencies are already fully transferable within the 
area, and they oppose on principle any device that tends merely to ease the 
working of a bilateral system. Britain has accordingly put forward the 





—— 


* Russia’s payments arrangement with India, however, concedes that its rupee balances 
shall be spent in India and not converted into sterling. This is believed to be the first 
such restrictive stipulation ever made by a member of the sterling area. 
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TABLE I 
TRADE BALANCE WITH THE STERLING AREA, 1951-55 
(£ millions) 
1951 


Soviet Union 


Exports* to United if 60.1 
Imports from Kingdom 24.1 
Exports to Rest of Sterling 2.0 
Imports from Area 24.1 
Net sterling balance -- +13.9 
Bulgaria 
Exports to , 0.1 
Imports from UK 0.3 
Exports to RSA — 
Imports from as — 
Net sterling balance .. ~~ —_—ai 
Czechoslovakia 
Exports to ar 9.1 
Imports from UK 3.9 
Exports to . 19.6 
Imports from RSA 14.0 
Net sterling balance 10.8 
East Germany 
Exports to 2.9 
Imports from _ 0.6 
Exports to RSA n.a.t 
Imports from y n.a. 
Net sterling balance .. ‘a n.a 
Hungary 
Exports to — 
Imports from 77 1.4 
Exports to 2.8 
Imports from RSA sie 0.3 
Net sterling balance .. a 1.1 
Poland 
Exports to 20.7 
Imports from as ee 
Exports to 4.8 
Imports from RSA 32.8 
Net sterling balance —~14.8 
Rumania 
Exports to TL ..9 
Imports from wa 
Exports to . 0.5 
Imports from RSA a \ 0.7 
—- 0.6 


Net sterling balance 
Total USSR and European satellites 


Exports to UK 91 .9f 

Imports from 7. 39. 5f 

Exports to . 29.7} 

Imports from RSAC: L 71.9} 
Net sterling balance .. +10.2f 

China 
Exports to _y 7.7 
Imports from UK sea { a8 


Exports to RSA n.a. 
Imports from n.a. 
Net sterling balance .. me n.a. 


Total Communist bloc 


Exports to _. 102.5 
Imports from UK 42.8 
Exports to . n.a. 
Imports from RSA ‘4 n.a. 

Net sterling balance a n.a. 


* Export figures include re-exports throughout. 
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1952 1953 1954 1955 
58.1 40.0 41.8 62.8 
aria 12.3 14.7 31.9 
FF. 1.4 4.3 7.4 
14.8 20.2 26.7 20.7 
+ 7.2 - 8.9 + 4,7 +-17.6 
— 0.7 0.6 0.4 
1.0 0.8 1.1 1.2 
=o 0.3 0.1 0.7 

- 1.0 — 0.4 —- 0.6 - 1.5 
6.5 7.7 6.6 4.3 
2.4 2.0 3.0 3.6 
11.7 8.6 10.7 13.4 
8.9 10.2 6.0 8.8 

+ 6.9 - 4,1 - $.3  §,3 
ye * Fe, 2.5 
0.3 0.7 2.0 1.0 
0.6 0.6 1.8 r Pe 
0.2 0.6 0.5 R, 

, - 0.4 1.0 2.3 
—- = 0.4 2.3 
0.8 PF. 2.3 3.0 
1.8 1.3 1.1 i 
0.7 1.1 0.5 0.7 

+ 0.3 - 1.0 - 1.1 — 0.2 
16.2 22.9 20.1 29.4 
4.3 7.0 9.1 6.9 
2.3 1.6 1.7 3.2 
14.4 i.e 10.5 12.7 
Ps 3.4 + 6.2 + 2.2 +13.0 
1.0 1.4 2.2 3.5 
2.4 1.8 2.6 3.0 
—- 0.2 0.6 4 
0.8 1.2 0.2 0.4 

a Bad 1.4 -—— -— 
83.9 73.8 73.4 105.2 
> 25.8 34.6 50.6 
17.6 13.7 20.2 30.0 
39.8 44.9 44.5 45.7 
10.0 16.8 +-14.5 -+-38.9 
3.0 10.2 9.0 12.4 
4.6 6.3 6.9 7.9 
79.8 69.0 57.1 75.2 
34.7 37.5 29.3 26.6 
+ 43.5 35.4 29.9 ~53.1 
86.9 $4.0 82.4 117.6 
56.3 32.1 41.5 58.5 
97.4 $2.7 aaa 105.2 
74.5 82.4 73.8 72.3 
- 53.5 +52.2 + 44.4 +92.0 


+ Not available. { Excluding E. Germany. 
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alternative proposal that all OEEC countries should make their currencies 
freely transferable through the European Payments Union, even when 
held by non-EPU countries. Until recently it seemed likely that the ECE 
scheme would be brought into force, but this has now been held up by the 
failure to secure the services of an operating agent. 

While the Communist countries are essentially bilaterally-minded, and 
aim to keep dealings in foreign exchange to a minimum, they are generally 
scrupulous in honouring exchange commitments when they are incurred. 
Yet the plight of many of the satellite economies is such that it is often 
difficult to see how they can find the necessary exchange from their own 
resources. It is sometimes suggested that a central pool of exchange is 
operated by Comecon for rouble bloc countries broadly on the lines of the 
United Kingdom dollar pool for the sterling area. It seems most unlikely 
that any such tidy system exists; what does seem to happen is that Russia 
reckons to bale out its satellites when their difficulties become critical. 


Role of Gold Sales—and Sterling Purchases 


The help has rarely been given directly; if the need is for certain com- 
modities available only in the West, Russia is inclined to buy them itself, 
or to underwrite the necessary credits. ‘The classic case of such aid was 
provided by the purchase in 1953, after the East Berlin riots, of large 
quantities of dairy produce, meat and other foodstuffs in the West for 
shipment to. East Germany and other European satellites. It is now 
virtually certain that these purchases were the primary cause of the large 
Russian gold sales of that year, totalling {50-60 millions, and comprising 
the first large scale sales since the war. Further sales were made in 1954, 
but the amount involved was small. The sales in 1955, mostly against 
transferable sterling, were stepped up to a total of about £25 millions. The 
latest sales were made in December last, and are believed to have reached 
some {£10 millions. They have been guessed to be attributable to pur- 
chases of food and materials for Hungary. However that may be, the 
standstill in the Hungarian economy for many months must surely involve 
appreciable drafts on Soviet material and financial resources. 

Notwithstanding these gold sales, it seems that the Communist bloc as a 
whole earns a substantial surplus in its outside trade. In particular, as can 
be seen from Table I, it earns a large surplus with the sterling area; in 
1952-54 this was remarkably stable at around £50 millions a year, but in 
1955 it rocketed to £92 millions. ‘The bulk of the surplus has throughout 
been attributable to China, earned mostly with Hong Kong. In addition, 
China receives large emigrants’ remittances in sterling. ‘The very large 
sterling balances that have consequently accrued to China—early last year 
China’s holding was estimated to be the largest of any non-sterling country 

are believed to have been drawn upon to finance purchases from the 
Soviet Union; some of the balances have also been converted into Swiss 
francs and passed on to Egypt, though the amount involved has been very 
small. China’s drawings, as the preceding article points out, were a sub- 
stantial factor in last year’s speculative run on sterling. 
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Russia, in turn, also has a modest surplus with the sterling area; as 
Table I shows, its large surplus with the United Kingdom has been more 
than adequate to cover a net deficit with the overseas sterling countries. 
The European satellites as a whole (but especially Poland) also have a trade 
surplus with Britain; and they are in approximate balance with the rest of 
the sterling area. But sterling is needed to finance net deficits with the 
non-sterling world; accordingly, as has been seen, Russia may be a buyer 
of sterling for gold notwithstanding its surplus with sterling countries. 

Exports to Russia and Communist Eastern Europe accordingly have a 
high gold and dollar content; the more sterling Russia needs for settlements 
within the sterling area, the greater will be its need to replenish its balances 
by gold sales. Alternatively, if it reduces its sterling payments to non- 
sterling countries, Britain is likely to benefit through, at one or more removes, 
an improvement in the sterling balance in the European Payments Union. 

The achievement of a substantial and sustained increase in Britain’s 
exports to the Communist bloc depends, however, much less on action by 
Britain than by the Communist countries themselves. It depends above all 
on the removal of three fundamental impediments to West-East trade: the 
upside-down regimentation of the economies; the chronic instability, for 
Western suppliers, of their market; and the pre-emption of a large portion 
of the few remaining competitive products by the forced link with Russia. 
The economic significance of the stand taken by Poland and Hungary is 
that it may improve the prospect of major reform in these spheres. 


II—-WHAT POLAND HAS ACHIEVED 


The list of Russia’s concessions in the Gomulka agreement is an impressive 
one. In the first place, Russia has agreed to deliver, on credit, a total during 
the current season of 1.4 million tons of wheat and other grains, valued on 
the basis of world market prices at around $100 millions. Secondly, Russia 
has agreed to grant medium-term credits for other purchases to a total of 
700 million roubles; this is equivalent to $175 millions at the official rate 
of exchange, and as trade between Communist countries usually seems to 
be carried out on the basis of world market prices, rather than at the inflated 
internal prices, this does give a fair guide to the magnitude of the credit. 

Thirdly, Russia has been persuaded to write off the debt arising from its 
post-war credits to Poland, amounting to about $500 millions. Against 
this, however, there should be set the huge losses to Poland arising from 
the post-war ‘Treaty of Friendship and Mutual Assistance. The most 
burdensome obligation had been the delivery until the end of 1953 of large 
quantities of coal to Russia at nominal prices. <A total of 60 million tons, 
much of it high quality coal, was supplied first at $1.25 a ton and then at 
$2 a ton—while the world price ranged between $12 and $16. Furthermore, 
additional deliveries of coal under trade agreements were also secured by 
Russia at discounts below world prices; in 1955, according to a Polish 
source, sales to Russia were made at $19 a ton compared with $20-22 paid 
by Western countries. 
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Such exploitation will be more dificult now. Mr Gomulka has apparently 
secured a substantial degree of freedom in the disposal of Polish exports; 
coal, steel and other products may be offered to the West—and directly to 
China for sterling, instead of via Moscow for roubles. Sterling is also to 
be received in settlement of Poland’s surplus with Finland, which has 
hitherto been offset against Finland’s surplus with Russia. The ties with 
Russia are still very strong—the Soviet credits indeed have strengthened 
them—but Poland’s bargaining power on prices should be augmented by 
its new freedom of action. 


Should the West Give Credits ? 


Poland is now exercising this freedom to a greater degree than is 
popularly appreciated. It has approached the major countries of the West 
—Germany and France, as well as Britain and the United States—with 
requests for economic assistance. ‘The British Government is understood 
to have intimated that it is not able, in present circumstances, to add a 
further burden to its economy; the United States is believed to be still 
considering its attitude. Poland is anxious to secure assistance in forms 
that appear as trade credits rather than loans from Western governments; 
approaches have been made to individual firms in Britain, and there have 
been discussions with France on the supply on credit of coal-mining equip- 
ment against agreed annual deliveries of coal. 

There are strong reasons for favouring such lines of approach. Quite 
apart from the political considerations that must enter any policy decision 
to grant aid or long-term credits en bloc to a country that is still in the 
Soviet orbit, major doubts must be raised about the soundness of such 
facilities from the economic standpoint. ‘The Polish economy, as all satellite 
economies, does not offer a bright prospect to the creditor. Its agricultural 
exports have suffered from years of neglect, and in the favoured sector of 
heavy industry experience has been little better: a high Polish official 
admitted recently that there would be great difficulties in increasing exports 
of equipment “ which, to be honest, is not the most modern’”’. ‘The vital 
coal-mining industry has been among the hardest hit by this deficiency, 
with the result that exports in 1956 appear to have reached no more than 
about 193 million togs, compared with the planned 244 millions, and with 
output in 1950 of 27 million tons. 

Yet the Polish Government, and particularly a government with liberal 
leanings, must find it difficult to resist pressures for an improvement in 
living standards. Some idea of the abysmal level to which these have been 
reduced was given last summer by Mr Ochab, Mr Gomulka’s predecessor: 

It must be said that the raising of the living standard in the next five years 

by 30 per cent does not represent any fundamental turning point. There will 

still be much hunger and want in 1960, there will still be the very acute housing 
problem which to-day haunts like a nightmare hundreds of thousands of families 
and is the daily preoccupation of our Government. 
This and other preoccupations will compete fiercely with the demands of 
the balance of payments which, notwithstanding the new Soviet credits and 
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cancellation of debt, is expected to remain adverse in the next few years. 

This is the legacy of ten years of Communist planning in wonderland. 
In Hungary and in other East European countries, lacking even a natural 
industrial base such as Silesia, the havoc may be considerably worse. The 
revolt of Poland and Hungary after a decade of impoverishment and national 
enslavement has now forced Russia to take note of the worst grievances, 
and to act in anticipation of further trouble in other satellite countries. The 
bill already can be seen to be considerable. Aside from the credits to 
Poland, Russia has granted credits of 340 million roubles ($85 millions at 
‘the official rate) to East Germany and of 120 million roubles to Rumania; 


TABLE II 
SOVIET CREDITS TO SATELLITES AND CHINA 
Credits to Date Amount Interest 
Granted (rouble credits Rate 
converted to (per cent) 
$mns at official 
$1—=4 rbls) 

Poland .. 7 - i 1947-48 500 2 
1950-54 100 n.a.* 
Oct 1956 25 n.a. 
Nov 1956 275 2 

East Germany .. - bs 1953-54 350 2 
Jan 1957 85 n.a. 

Czechoslovakia .. sa gai 1947-49 250 2-3 

Bulgaria .. 34 7 re 1947 5 n.a. 
Feb 1956 92 2 

Rumania . . 7 ba ia 1946-47 30 n.a. 
Dec 1956 30 n.a. 

Hungary .. be - ” 1954 25 n.a. 
Oct 1956 25t n.a. 

Total European Satellites ed 1,792 

China Ls + es iv 1950-56 1,055 1 

Total Communist bloc . . bi 2,847 

Total credits granted by USSR 

and satellites outside bloc . 1954-56 850} 
* Not available. + Offer; counted in total. 


¢t Including $230 mns to India, $205 mns to Yugoslavia, $145 mns to Egypt 
(nominally granted by Czechoslovakia), $120 mns to Indonesia, and $115 
mns to Afghanistan. 


and, immediately before the uprising, it offered Hungary a credit of 100 
million roubles ($25 millions), of which two-fifths was to be available in free 
currency, a rare departure. Nor can this be the end. Any weakening of 
the political hold is bound to be reflected in a decline in opportunities for 
economic exploitation. The satellites could become an economic liability. 

The West, therefore, may find little attraction in rushing to the rescue. 
It must, however, do its utmost to facilitate the closer trade ties that may 
now become politically possible. ‘Through such ties East European eco- 
nomies may be helped to regain contact with reality—though the major 
contribution to such fundamental reform must come from a reorientation 
within the economies themselves. 
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New Power tor Britain— 


at What Cost ? 


FUEL STRATEGY RECONSIDERED 


By J. E. HARTSHORN 


HEN Lord Mills was appointed Minister of Power in the 
Macmillan Cabinet last month with the specific charge of 
‘‘ extending the use of atomic energy as a source of industrial 
power ”’, he inherited plans for such an extension that were 
far advanced in preparation, though by no means signed, sealed and ready 
for delivery. At the opening of Britain’s first atomic power station at 
Calder Hall in October, Mr Butler had mentioned the possibility of installing 
far more nuclear generating capacity during the next twenty years than was 
envisaged in the original White Paper of 1955. Late in November Mr 
Macmillan spoke of a comprehensive review of nuclear energy policy, and 
Mr Aubrey Jones, the last Minister of Fuel and Power, originally intended 
to make a statement upon it before the Parliamentary recess. This had to 
be postponed; and before Parliament reassembled, Mr Jones had ceased to 
be the minister concerned. 

Lord Mills, formerly Sir Percy Mills, arrived while final details, at least, 
of the plans for enlargement remained to be settled between the Atomic 
Energy Authority, the Central Electricity Authority, his re-christened 
Ministry, and the Tréasury. He had no doubt his own fresh ideas to con- 
tribute—plus much greater powers to override opposition than any previous 
Minister ever possessed. At the time that The Banker went to press, the 
revised nuclear plans, and their possibly far-reaching influence upon the 
rest of British fuel policy, had still not been fully set out. 

To reconsider this policy during the aftermath of the Suez adventure 
must have been a grimly demanding exercise. The ordinary citizen, in the 
face of Britain’s demonstrated inability to prevent sabotage of the Canal and 
the oil pipelines, might indignantly demand: “‘ How can we reduce our 
dependence upon these oil supply routes, and for that matter upon Middle 
East oil itself ?’’ The Government could not afford such generous indigna- 
tion. The most it could ask itself was: ‘‘ How can we moderate the inevitable 
growth of that dependence—and what will it cost us ?”’ 
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For every recent forecast of energy demand and supply made for this 
country or Western Europe emphasizes the same central conclusions—that 
over the next fifteen to twenty years much larger imports of fuel will be 
required than we bring in to-day: that the only fuel practicable to import 
in such quantities is oil; and that the only source from which we shall be 
able to get such quantities of oil is the Middle East. The forecasts vary 
according to each author’s assumptions, but not very much: for all of them, 
in order to estimate the country’s maximum requirements of fuel, assume 
continued economic expansion. One of the most authoritative of these 
forecasts is set out in Table I (which includes a margin for fuel exports 
and bunkers, coal or oil); with it are shown the plans for indigenous fuel 
supplies—coal and nuclear energy—to which the British fuel industries are 
so far committed, and the expected requirements of imported fuel. 

These commitments to future fuel supplies already represent a vast 
investment programme over the next ten years or more, as the second table 
shows. ‘The National Coal Board is spending £1,000 millions in capital 


TABLE I 


ENERGY DEMAND AND SUPPLY, 1960-75 
Forecasts Made in 1955 


(Million tons ‘‘ Coal Equivalent ’’) 


1955 1960 1965 1970 1975 
250 Inland demand .. 275 300 330 365 
9 Bunkers .. - - 10 10 10 10 
23 Export margin .. ae 10 10 10 10 
282 Total demand .. rr 295 320 350 385 
Supplied by: 

222 Coal output 225 240 250 250 
— Nuclear power 6 40 
70 Imports p ee 70 74 95 

Imports shown as oil 
(million tons) .. 64 40 45 55-60 


investment during the period 1956-65, and of this £860 millions will go 
into its collieries. This figure may be inflated by the accounting conven- 
tions of segregating current costs practised in the industry. The Board 
estimates that only about £550 millions will in fact be spent in creating new 
mining capacity—50 million tons a year by 1965. But since this is an 
extractive industry at an advanced age, a large amount of its capacity is 
continuously dying out through depletion; from the gross 50 million tons 
a year of capacity created, it expects to get only 20 million tons a year of 
net extra output by 1965. In the next five years, by investing, say, £350 
millions more, it thinks it may be able to push its output up another 
10 million tons a year, to 250 million tons—though it is conspicuously 
making no promises about how long it might maintain that level. 
Electricity is by far the largest claimant upon investment resources of any 
British industry; its current plans of new plant and equipment up to 1965, 
reckoned at 1955 prices, would probably cost well over £2,000 millions, 
counting in the £300 millions that was originally estimated as the investment 
required in the 1955-65 nuclear generation programme. ‘The gas industry 
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has committed itself to spending £50 millions a year up to 1960: in Table II 
it is assumed that it might go on investing at a roughly similar rate. 

The “investment” required to supply oil to a country that imports it, 
such as Britain, is hard to reckon. Conventionally the industry estimates 
that outside the United States—where replacement of wells going out of 
production is a major factor, in the same way as in British coal—it takes 
about {40 of total investment to deliver a ton of oil products a year. But 
only a limited part of this—some refineries and some tankers—ever appears 
upon Britain’s domestic investment accounts; again, only part of it, at home 
or abroad, is paid for by British companies. ‘The British consumer cer- 
tainly pays the effective cost of oil investment, as all other oil consumers do 
—this industry provides almost all of its capital investment by self-financing. 
In Table II, an estimate of the investment required to supply Britain 
between 1955 and 1965 is quoted; but it needs to be treated with caution. 

With this reservation, it can roughly be estimated that the investment 
now planned to provide Britain with coal, nuclear power and residual 


TABLE II 
EXISTING PROGRAMMES OF FUEL INVESTMENT, 1956-65 
(Estimated at 1955 prices) 
£ millions 





Coal, including ancillaries... a = ue 1,000 
Electricity: 
Conventional generation, say vi is i 1,000 
Nuclear generation aa - re re 300 
Transmission and distribution, say a pa 850 
2,150 
Gas, say.. 500 


Oil: Investment required in UK and elsewhere to 
support British supplies + a 


‘Total fuel investment planned, 1956-65 os 4,550 


imported oil in the forms that consumers are expected to take them is of 
the order of £4,500 millions over the next ten years. ‘This is a massive 
commitment, and well over three-quarters of it is proposed to be invested 
in nationalized fuel industries. Any change in these fuel supply plans, 
however much it may relieve dependence upon imports liable to political 
and strategic jeopardy, has to be measured very carefully if it is going to 
add to that massive pre-emption of scarce investment resources. 

One change in these plans can already be said to have taken place, though 
it has not yet been officially acknowledged; it is the result of technical 
advance rather than economic or political decision. Improvements in the 
design of the nuclear power stations for which contracts have now been 
placed by the Central Electricity Authority have allowed the heat rating of 
these reactors to be roughly doubled, which enables generators of twice the 
capacity to be run from them. ‘These “ painlessly enlarged ”’ stations cost 
more, but not twice as much. So the 1,500-2,000 megawatts of nuclear 
power capacity originally expected to be installed by 1965, at a capital cost 
of some £300 millions, are virtually certain to become 3,000-4,000 mega- 
watts—at a capital cost of perhaps £450-500 millions. 
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The capital costs of nuclear generating capacity have thus already been 
reduced: Sir Edwin Plowden recently put the cost per kilowatt at, say, 
£120 for the plant, plus about £30 for the initial investment of nuclear fuel 
which will always have to be contained in the reactor while it is working. 
Over the next ten years Sir John Cockcroft hopes that the investment per 
unit in plant, at least, may be brought down towards the capital cost of 
conventional power stations. These, recently, have come down, as the 
CEA has switched to extremely big coal-powered stations that obtain great 
economies of scale in construction: the latest figure for new coal capacity 
is less than £50 a kilowatt. 

The average investment required to produce an extra ton of coal a year 
—some {11 a ton by the National Coal Board’s calculations, roughly 
the same on the estimates of continental countries, but much less in the 
American coal industry—would certainly offer the cheapest form of fuel 
investment if one could really obtain further coal at the price. In Britain, 


TABLE III 
INVESTMENT REQUIRED PER UNIT OF PRIMARY FUEL AND 
PER KW OF ELECTRICITY MADE FROM IT 


Uranium 
Coal Oil £ per kW 
{ per ton £{ per ton generated 
Extraction ” wd a “ 11 20 ) 
Refining, etc. .. ” - - 1 4 10 10 
Transport and distribution — 10 
Fuel re-processing , - ro — — 
Total investment, consumed 
direct moe aie me - 12 35-40 n.a. 
Per kilowatt generated 
** Non-electrical ’’ investment, above 36 70-80 10 
Power station » 50 50-55* 120 
Fuel inventory .. es 2 in (1) (1) 30 
Total investment to power station 85-90 120-135 160 
Transmission and distribution .. 380-35 30-35 30 
Total investment to point of sale.. 115-125 160-170 190 


* Assuming dual-firing essential. 


one cannot. ‘The Coal Board’s investment programme is almost certainly 
the limit of what can be done in the next ten to fifteen years with the invest- 
ment resources—including trained mining engineers—that the Board can 
get. Another £110 millions of investment could not offer another 10 
million tons of coal a year by the mid-’sixties, though the formula might 
hold good downward: if one cut the Board’s capital investment by £110 
millions, it might be able to produce only 230 million tons a year by 1965, 
instead of the 240 million tons it now intends. 

If coal output, beyond the modest rise offered by the current investment 
plan, is taken as static, then the comparison lies between the two fuels of 
which supplies can readily be expanded; oil more or less ad lib., and nuclear 
electricity within limits. As Table III shows, if one counts in the whole 
“investment per ton” in the background of oil supplies, oil-fired elec- 
tricity may represent a “ total investment ’’ cost not much below that of 
nuclear power to-day; if the capital costs of nuclear power are cut as the 
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experts hope, the two may be on a par for investment costs in the early 
’sixties. Oil and coal investment, however, provides fuel production 
capacity of far longer life than nuclear power stations. 

Nuclear electricity uses so little imported uranium that it can almost be 
considered an indigenous fuel. If so, it seems the only one of which extra 
supplies can be had, at a price, during the next twenty years or so; but how 
much? In the very short run, there are limits of resources, knowledge, 
and capacity to the number of stations that can be built in the early pro- 
grammes that are due for completion by about 1961-62. Thereafter, the 
only practical limit is set by the total amount of new generating capacity 
that the electricity supply industry plans to install during the ensuing years. 
In the original programme, it was expected that it might be practicable to 
make all new capacity nuclear by the early years of the ’seventies. 


Trebling Nuclear Programme 


The proposal now being considered by the new Minister of Power—and 
his Cabinet colleagues—is whether the country could be ready to do that 
about ten years earlier—in the early ’sixties. It would mean that no more 
coal stations would be started after, say, 1963; and that the last coal stations 
would be completed by about 1966-67. It would, by 1965, offer roughly 
a trebling of the original nuclear programme, to some 4,000-6,000 mega- 
Watts, as against the doubling that is already on the cards. But the build-up 
after 1965 would be far faster: instead of reaching a capacity of some 
10,000-15,000 megawatts by 1975, as originally envisaged, such an accelerated 
programme would reach a nuclear capacity of about 25,000-30,000 mega- 
watts by the middle ’seventies—roughly half of the total capacity that 
the electricity industry expects to have in commission by that date—and 
two-thirds of all the new plant it builds between now and then. 

Such a programme would require vast efforts from the electrical engineer- 
ing industry and its suppliers. It would also cause some difficulties in 
fitting the extra nuclear stations into the integrated supply system. Because 
of the high capital costs of nuclear stations, it pays to run them as con- 
tinuously as possible; and the first stations will in fact go on “ base load ”’, 
running for, say, 80 per cent of the hours throughout a year. But as more 
of the nuclear stations come in, they will soon exceed the total that can be 
employed on base load: though tariffs and electrical appliances may be 
better designed to cause electricity to be used during off-peak hours, there 
are limits to the amount of electricity one can sell when most people are 
asleep. ‘Technical developments may offset this: but the accelerated pro- 
gramme would be a huge job. 

The cost of it, also, would be considerable. In Table IV it is assumed 
that some 6,000 megawatts of power stations, the necessary ‘‘ working 
capital’ of nuclear fuel, and the supporting investment in processing 
facilities—which is comparatively small—might cost, say, £700-800 millions 
between now and 1965, against the original programme of £300 millions to 
be spent by that time. The extra 4,000 megawatts of plant would replace 
the same amount of conventional generating plant in the electricity industry’s 
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construction programme, which might have cost some £200 millions; so 
the total investment in electricity during the ten-year period might go up 
by about £200 millions, or roughly 10 per cent. This extra nuclear capacity 
would take the place of some 12 million tons of coal, and hence of about 
7 million tons of imported oil. So if one cared to count the corresponding 
reduction of “investment ’”’ in imported fuel, there might be a notional 
offset in oil investment of rather more than the extra electricity investment. 

But even counted against the existing plans of investment in nationalized 
fuel industries alone, the trebling of nuclear capacity would add no more 
than 6 per cent to the total. Some supporting investment would be 
required, notably in steel. The shift to additional nuclear capacity might 
not increase total steel requirements for power stations, but it would increase 
steel plate requirements. Nevertheless, if the decision were made in time, 


TABLE IV 
POSSIBLE REVISIONS OF FUEL SUPPLY AND INVESTMENT 
PROGRAMMES 
(Million tons ‘‘ Coal Equivalent ’’) 
1965 1975 
Revision to Revision to 
Total demand fea vs - bl — 320 — 385 
Supplied by: 
Coal output -— 240 —- 240 
Nuclear power ---9-14 15-20 -+- 20-30 60-70 
Imports - - - sic — 9-14 60-65 — 20-40 65-85 
Imports shown as oil (million tons) . . ‘a — 3-10 35-40 ~ 10-25 40-50 


Revised Investment Programmes, 1956-65 
(£ millions) 








Revision 

Coal oF - " a dé sa 44 — 1,000 
Electricity : 

Conventional generation - - = — 200 800 

Nuclear generation... ok +- 400-500 700-800 

Transmission and distribution ” sng Seti -— 850 

2,350-2,450 

Gas ” i a za oe i —- 500 
Oil: Investment in UK and elsewhere .. s — 200 700 
Total fuel investment (revised), 1956-65 .. -+- 0-100 4,550-4,650 








and the main extra construction did not begin until after 1960, the requisite 
plate mill capacity could probably be installed in time. 

Such a shift of fuel planning towards accelerated investment in nuclear 
power would go a long way, on paper plans, towards restraining demand 
for imported fuel, with its strategic risks. On these neat paper plans, the 
additional nuclear power would save much more coal than was originally 
expected, as Tables I and IV show; but the amount of coal that the National 
Coal Board hopes to be producing fifteen or twenty years from now would 
still not be sufficient to meet the whole demand for fuels other than elec- 
tricity. ‘There would remain a substantial demand for oil—much more, 
indeed, than is imported now—but its consumption in Britain might not rise 
much after the late ’sixties, even if coal production passed its peak in about 
1970 and began to decline gradually during the next couple of decades. 
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Such planning openly ignores the question of prices. But prices, over 
the medium run under discussion, might easily tend to upset it. The 
pattern of relative prices of fuels—few of which at present properly reflect 
relative costs—is too complex to consider fully here, but a few strands in 
it are worth disentangling. Coal is at present underpriced in Britain, which 
makes the real comparative costs of nuclear electricity better than they 
may appear; but over the years its high proportion of labour costs suggest 
that coal prices will continue to rise fairly steadily. So oil prices, 
outside the United States, do not seem likely to rise as fast as those of coal, 
though fuel oil may rise more in price than other products. 

If economic expansion continues it seems rather doubtful whether this 
general but unequal rise in fuel prices would check total fuel demand; 
though it would stimulate greater fuel economy, this is already assumed in 
most forecasts of demand. But it certainly might affect the pattern of 
fuel use. Of the three primary fuels, then, one might expect the price of 
nuclear electricity (and hence of all electricity) to rise the least and that 
of coal the most; the price of fuel oil would probably come in between them. 
Gas might rise in price somewhat less than coal; but it might suffer more 
from competition with electricity than would solid fuel, which can be used 
for certain purposes far more efficiently than either electricity or gas. The 
long-term forecasts of electricity demand and plans of plant construction 
assume that electricity will continue to cut into the markets of other fuels, 
as it has throughout its history; but even by the ’eighties, it is not expected 
to account for much more than a third of total fuel consumption in Britain. 
The remaining fuel demand, which on strategic grounds might best be 
supplied mainly by coal with a substantial residual margin of oil, might well 
suit itself to the pattern of prices rather than to the pattern of the planners. 


Cut Coal Investment ? 


Quite clearly, in the ’seventies and eighties there might be a very large 
market for primary fuel—to be used raw and for making gas—in which 
coal and oil might be in fairly bitter competition, but upon which even 
cheap electricity would find it difficult to encroach. Moreover, the 
possibility may emerge even during the late ’sixties of sharp competition 
between coal and oil over a widening margin of the market; and on 
present price trends, strategy and import-saving notwithstanding, it looks to 
be coal that might fail to be sold in Britain. Whether it could be exported 
to pay for some of the oil remains to be seen. 

There may bea real danger in this long-term prospect. At present, the 
contribution of nuclear energy is limited largely to the proportion of its 
energy supplies that the country can take as electricity. That proportion 
could be increased by more direct use of nuclear heat and radio activity in 
process industries, and it may well be increased by a decade or so of inven- 
tion by bright young men thinking about how the limits to economic use 
of electricity can be pushed back. Even so, if oil, late in this century, 
should enter the declining phase of an extractive industry, with costs going 
up fast—as it is already doing, for example, in the United States—there 
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could conceivably recur a demand for primary fuel in forms into which 
electricity could not economically be converted, but into which solid fuels 
could. Admittedly, it would take a very sharp rise in oil costs, or revolu- 
tionary improvements in processes for the distillation of liquid fuels from 
coal, to make such distillation from coal with costs as high as Britain’s 
economic. Nor is it easy to believe in a vast untapped market for coal as 
a chemical raw material; while the petroleum is there it can usually beat coal 
on cost in this field too. But the fact remains that coal capacity, once 
abandoned, takes an unconscionable time to bring back into production. 


Import Saving and Economic Cost 


Not for the first time, therefore, strategic and autarchic considerations— 
and perhaps, in the long run, considerations of conserving fuel capacity 
too—seem likely to collide with the free play of economic trends. ‘This 
consideration may be far enough off in the future for Lord Mills to leave 
it out of his immediate exercise in enlarging nuclear electricity plans. If 
in 1965 the consumers’ demand for oil were to make a few million tons of 
coal a year difficult to sell, it might be counted as an insurance against the 
interruption of supplies of the cheaper but imported fuel—along with the 
shifting of tanker orders into vessels of a larger size, the building of extra 
oil storage capacity here, and the provision of dual-firing equipment for all 
power stations that may be built to use oil. ‘The Coal Board’s plans for 
output in the mid-’sixties, it should be remembered, include the optimistic 
assumption that the “ total working time ”’ of the miners will remain the 
same as it is to-day; they also include about 10 million tons a year of open- 
cast coal—the limited reserves of which might be regarded as the only 
fairly quickly available store of coal capacity in this country. But the 
new Minister has to face the possibility that after 1965 the relative prices 
of fuel may make any attempt to level off the country’s use of oil an extremely 
costly and uneconomic exercise. Incrédsed investment in nuclear energy 
may be planned to reduce the country’s dependence upon imported oil in 
the late sixties and ’seventies. But there is every chance that what will 
happen in practice is that it will reduce consumers’ demand for coal. 

A cut in the programme of mining investment between now and 1965 
would probably wreck the morale of the coal industry and might affect 
manpower so much as to intensify coal shortages between now and then. 
But the extent to which vast further efforts and investment need be ploughed 
in after 1965 to expand capacity, as distinct from maintaining it, 1s already 
questionable. Nothing would do the British coal industry so much good 
in efficiency as a pause in the incessant pressure upon it to get every last 
ton out of the ground at any cost. Such a pause can hardly come before 
1965, the end of the term of fuel investment about which the Government is 
now having third thoughts; but it will soon have to be considered seriously. 
The extent to which any government can pursue strategic and import 
saving policies, against the run of costs and prices, will be perhaps a 
bigger question even than extra investment in the one favoured form of 


nuclear energy. 
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Why Higher Money Rates 
Squeezed Credit Less 


WELVE months ago we remarked that whatever differences of 
opinion there might be about the effectiveness of the 1955 rise in 
interest rates as a brake upon “real” demand, there could be 
none about its effectiveness as a brake upon the volume of money. 
The same comment cannot be made about the further rise in rates that 
occurred in 1956. In the year 1955, which had opened with an increase 
in Bank rate from 3 to 44 per cent, the long trend of credit expansion was 
abruptly halted, and then sharply reversed. Aggregate net deposits of the 
clearing banks experienced their first significant contraction since before 
the war: they declined by nearly £300 millions, or fully 43 per cent, a rate 
of fall surpassed in only two years over the whole period since the end of 
World War I. Yet in 1956, although Bank rate rose to 54 per cent and 
short-term rates in general were at their highest since 1931 (and were longer 
sustained at their high level even than in that year), the credit trend was 
again reversed. ‘The tendency to contraction soon petered out, and over 
the year aggregate net deposits rose by £44 millions, to £6,305 millions. 
This, admittedly, is a very small rate of increase; but it is noteworthy 
that the rate of turnover of deposits, as imperfectly measured by the activity 
of the Town and General Clearings, rose more sharply. ‘The average level 
of deposits through the year showed its steepest decline since 1934; it was 
2? per cent less than that for 1955. Yet the value of cheques, etc, passed 
through the clearings cose by 54 per cent, to £160,900 millions, or by almost 
as much as it did in the previous year (in which average deposits fell by 
0.9 per cent). Even more significant is the fact that the credit expansion 
would certainly have been more pronounced if there had been no Suez 
crisis, with its associated run upon sterling. The trend of deposits, as 
shown by the seasonally-corrected index compiled by Lloyds Bank, was 
slightly downwards until April, and steady until July; it then turned slightly 
upwards, and by October was steepening; but the very heavy sales of gold 
brought large amounts of sterling into the hands of the Treasury, corre- 
spondingly reducing its need to borrow from the banking system, with the 
result that in November deposits declined contra-seasonally; but in the last 
six weeks of the year, surprisingly, the rising trend was strongly accentuated. 
One conclusion stands out very plainly from the year’s experience. 
A given rise in short-term interest rates cannot be trusted, by itself alone, 
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to bring about a contraction of credit—even though it is associated, as it 
was throughout 1956 (and half of 1955) with a “‘ squeeze-by-request ”’ on 
bank advances. ‘This conclusion is not, as at first glance it appears to be, 
a flat contradiction of the one drawn here twelve months ago. The two 
conclusions taken together are highly instructive. Different though they 
appear to be, they both argue the truth of the same proposition—a propo- 
sition urged during the year’s monetary controversies by The Banker and 
some other commentators, notably Mr Manning Dacey.* The aggregate 
volume of credit can be regulated only through the supply of liquid assets, 
conceived as a whole: if bank liquidity is squeezed, deposits will tend to 
contract; if liquidity becomes more comfortable, deposits will tend to 
expand. It is possible for bank liquidity to be squeezed solely as a result 
of an increase in short-term interest rates, and there is reason to believe 


TABLE I 
CLEARING BANKS: CHANGES IN ANNUAL PERIODS 
(£ millions) 
1948 1949 1950 1951 1952 1953 1954 1955 1956 
4 2 4 


Deposits .. .. +265 +166 - 36 +127 +235 +247 -329 + 44 
“‘Net’’ Deposits +231 + 51 +136 - 65 +119 +216 +188 -298 + 44 
Liquid Assets .. - 47 +484 +330 -440 +227 +133 - 78 + 90 + 20 
i oo +30 + 9 - 9 +19 - 8 +29 —- 6 + 6 
Call Money .. + 6 + 86 + 21 + 6 - 69 - 28 - 3 + 9 = 2 
Bills .. .. - 52 +368 +299 -437 +277 +169 -104 + 87 + 15 
TDRs - .. +109 -604 -338 -354 -102 —- — — -~ 
Invests plus Advances +-168 +-179 +137 4-725 + 1 + 85 +268 -383 + 26 
Investments .. — 5 + 34 + 16 +438 +183 +127 + 78 -337 —- 36 
Advances .. +172 +145 +121 +287 -182 - 42 +191 - 46 + 61 


that, in former times of orthodox monetary policy, when commercial bills 
of exchange still comprised a significant portion of bank liquid assets, this 
result used to follow automatically. Now it may follow; but it cannot be 
assumed that it will do so. And, if it does not, the rise in short-term rates 
will fail to contract the total volume of credit unless it is supported by other 
techniques that press more directly upon bank liquidity. 

Herein lies the instructive difference between the experiences of 1955:and 
1956 in the use of rising short-term rates. In 1955 bank liquidity was very 
sharply squeezed, and in the first phase this squeeze was unquestionably 
mainly due to the rise in short-term rates as such—because that opened up, 
for the first time for many years, a substantial margin between the interest 
offered by Treasury bills and that offered on bank deposit accounts, and 
thus provoked large withdrawals of deposits for direct employment in bills 
instead. Moreover, when this influence exhausted its impetus, in the sense 
that it was no longer intensifying the squeeze on liquidity, the authorities 
reinforced it vigorously by selling gilt-edged securities, even though the 
market had already been hard hit by enforced bank selling. In 1956 neither 
of these influences was present in the same degree. 





* See “Should Liquidity Ratios be Prescribed ?’”’ in The Banker for April last, and 
Lloyds Bank Review, also for April. For discussion by other contributors to the debate, 
see The Banker for June, July and August. 
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The mid-February increase in Bank rate to 54 per cent, and the associated 
sharp rise in market rates, did provoke some switching of funds out of 
deposits, but the movement was smaller and less sustained than in 1955. 
One reason for this was doubtless the absence of any further major change 
in the interest rate differentials: the margin between the Treasury bill rate 
and the deposit rate did widen a little further, but by much less than it 
had done in the first few months of 1955. Secondly, and probably more 
important, in 1955 there had been a large volume of “ idle’ funds held in 
deposits at the banks that were readily available for switches into bills or 
short bonds, whereas last year, after several months of successfully developed 
credit stringency, no new accumulation of such funds had arisen to provide 
the means for further large-scale switches. Even so, during the first 
quarter of the year, the seasonal surplus enjoyed by the Treasury and the 
more moderate switching process did together reduce the clearing banks’ 
total liquid assets by £459 millions, or by almost as much as they fell in 
the first quarter of 1955. But this contraction, though rather sharply felt 
by several banks, was readily accommodated by others. At end-1955 the 
average liquidity ratio had been much higher than at end-1954, so that by 
March, at its lowest for the year, it was still as high as 33.1 per cent, in 
contrast with 29.9 per cent at March, 1955. At the same time, the banks’ 
observance of the “‘ request ”’, although it was no longer reflected in a con- 
traction of total advances, confined their increase over the quarter to {£54 
millions, in contrast with £127 millions in the similar period of 1955. Some 
banks deemed it prudent to realize investments, but the amounts sold were 
not large by the standards of 1955. 


Selling ‘“‘ Savings ’’ Securities instead of Gilts 


The banks thus entered the new fiscal year without any reasonable grounds 
for fears about their liquidity; ratios were already tolerably comfortable, 
and seemed likely to be raised more than seasonally during the summer 
and autumn by the mid-August redemption of the £824 millions of War 
Bonds (of which several banks held large amounts) and by the eventual 
refinancing of the nationalized industries. Despite this evidence that the 
liquidity factor, far from ensuring a continuance of credit contraction, would 
almost certainly induce a renewed expansion, the authorities did not repeat 
the forthright tactics in the gilt-edged market that had been employed with 
such success in the spring and early summer of 1955. Control of liquidity 
was mainly entrusted instead to the Chancellor’s ‘‘ Savings’ budget—yet 
the introduction of the new savings certificate was deferred until August 
—and to the paradoxical new device of financing the nationalized industries 
direct from the Exchequer, a system likewise launched in August. In the 
second quarter of the year, partly in consequence of heavy encashments of 
savings certificates and poor subscriptions, in anticipation of the new issue, 
the supply of liquid assets to the banking system expanded more than twice 
as fast as in the similar quarter of 1955. 

During the summer and early autumn the disparity became still more 
marked, in spite of the apparent success of the July conversion offer to the 
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War Bond holders—{657 millions of bonds were converted into a new 
41 per cent 1962 stock—and the even more striking response to the new 
savings certificate. ‘This latter gain was offset by the strain from the 
nationalized industries and from other less identifiable sources. Over the 
seven months to October, the banks’ liquid assets expanded by more than 
£350 millions, carrying the ratio over 37 per cent—even though several 
banks had responded to an official hint that “ excess ” liquidity ought to 
be converted into gilt-edged, which the Government broker was standing 
ready to supply. In the similar period of 1955 liquid assets had expanded 
by {£240 millions, and the ratio to only 33.8 per cent. 


TABLE II 
CLEARING BANK AGGREGATE FIGURES* 
(£ millions) 


At December 31 Average of Months 
1945 1955 1956 1945 1955 1956 
Deposits by ‘<a .. 4849.8 6611.9 6655.8 4692 6454 6288 
“ Net’ Depositst .. 4659.5 6260.6 6304.9 4552 6184 6012 
Liquid Assets .. = -s 857.6 2471.5 2491.5 886 2098 2218 
Cash we od » an 565.1 571.4 492 529 516 
Call Money nd . one 506.3 504.6 206 439 431 
Treasury Bills 369.2 1271.0 1275.4 188 1016 1157 
Other Bills se ” 129.1 140.1 114 114 

Treasury deposit receipts .» Soae.0 — — 1811 — — 
Investments plus Advances .. 2048.5 3867.0 3892.9 1924 4168 I8735 
Investments - .. 1233.9 2015.9 1980.4 1156 2149 1978 
Advances .. eg .. 814.6 1851.1 1912.5 768 2019 1897 


*For comparisons of the principal ratios, and also changes during the latest month and 
year, see the regular series of tables on pages 133-134. 


+After deducting items in coutse of collection. 


In this phase, it seems, the authorities were putting their trust in the 
coming premium bond and in the hope that the banks, when once they 
could gauge the extent to which that new influence would be likely to reduce 
liquidity, would venture more substantially into gilt-edged. ‘The premium 
bond, introduced on November 1, did quite well in its first month, bringing 
in {484 millions (though only a small further sum by the year-end). But 
the real check to the undue rise in liquidity, instead of flowing from a revival 
of confidence in gilt-edged, was administered by the shock to international 
confidence in sterling: during November the huge sales of gold combined 
with the first sales of premium bonds to produce a contra-seasonal con- 
traction of liquid assets. ‘Then, in the final six weeks of the year, in spite 
of further large receipts from gold, the expansion—surprisingly—was again 
more than seasonal, at £182 millions. Thus the year ended with the banks 
enjoying the same comfortable liquidity with which they entered it. 

This position had been achieved, moreover, in spite of a small net 
expansion in risk assets: these rose by £26 millions, whereas in 1955 they 
had fallen by the unprecedented amount of £383 millions. From August, 
when advances to the state boards had reached their year’s peak at {112 
millions, there had been gradual repayments; but these were followed by a 
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sharp rise, to £109 millions, at the year-end, so that these bodies accounted 
for the bulk of the £61 millions increase shown in total clearing bank advances 
over the year. In general, this expansion was accommodated without net 
sales of investments: the net reduction of £36 millions shown by aggregate 
portfolios is more than accounted for by the large amounts of War Bonds held 
by the Midland and Westminster Banks to maturity. The Midland, after 
moderate reinvestment, shows a net decline of over £50 millions (11 per cent) 
in its portfolio over the year, and the Westminster one of {7 millions. Lloyds 
and the National Provincial, however, as Table IV shows, also reduced their 
portfolios on balance; both these banks evidently felt themselves under 
liquidity pressure in the early months, and were selling investments through- 
out the first half-year—Lloyds then sold £35 millions, and its net decline 
amounts to £18 millions. Even so, the chairman of that bank makes it plain 
that he regards the liquidity rein as having been insufficiently taut during 


most of the year. 


Government Finance—Less Need for Market Borrowings ? 


Contrary to a widely-held belief, the slackening of the rein seems to have 
been due rather to a leniency in monetary policy—notably towards the gilt- 
edged market—than to the needs of government finance as such. Over the 
calendar year, in spite of a reduction of the above-line surplus by 55 per 
cent, the over-all Exchequer deficit was only slightly greater than in 1955, 
after providing. £1544 millions of direct advances to the nationalized 
industries under the new procedure. If these advances are excluded, as 
they properly should be for comparative purposes (since in the previous 
year there was an undisclosed counterpart in the shape of massive sub- 
scriptions by the “‘ departments ”’ to the market issues of the Electricity and 
Gas Boards), there was actually a reduction of the over-all deficit by more 
than £100 millions—thanks to the remarkable technical success of the 
policy of switching the local authority borrowings into the capital market. 
The net demands of these bodies upon the Exchequer amounted to only 
{85 millions, in contrast with some {400 millions in 1955—by far the 
biggest change in the major influences playing upon government finance. 

Two other favourable factors were the sharp decline in net repayments 
of tax certificates and the’ swing of small savings (including deposit balances 
and premium bonds) from net deficit into moderate net surplus. After 
bringing in these items, together with borrowings representing the counter- 
part of the increase in the note circulation (roughly the same amount as in 
1955), the net domestic cash deficit of the central government was still 
fully £100 millions less than in 1955 after providing for the nationalized 
industries. ‘The true improvement was therefore much greater than this, 
since there is need to make allowance—perhaps to the extent of £250 
millions—for the departmental take-up of gas and electricity stock in 1955. 

The one big offsetting influence arose from external finance. Although, 
over the year as a whole, the net gold sales (excluding, of course, the credit 
from the International Monetary Fund) were only moderately smaller than 
in 1955, the amount of sterling directly or indirectly accruing to the central 
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TABLE III 
CLEARING BANK LIABILITIES 
(£ millions) 




















— DeEpositTs* + 

Change Change ACCEPT- 
in since ANCES, ETC 
At Dec 31 1945 1954 1955 1956 1956 1945 1955 1956 

Yo % 
Barclays 1008.0 1426.2 1378.3 1401.1 +1.7 +39 46.4 44.5 
Lloyds 867.5 1244.3 1190.1 1197.1 +0.6 +38 124.2 157.8 
Midland 1059.6 1454.5 1429.6 1446.0 4+41.1 +37 48.6 53.6 
Nat Provincial 619.4 909.3 833.8 814.5 -2.3 +32 35.9 36.2 
Westminster.. 642.4 907.9 844.5 849.8 +0.6 + 32 81.8 78.1 
Martins 212.7 330.3 310.0 324.1 +435 +52 3.3 28 
District . Fe 255.2 243 .4 241.9 -0.6 +35 30.4 18.1 
W. Deacon’s.. 84.8 147.7 137.1 135.3 -1.3 +60 14.0 11.7 
Glyn Mills 67.9 65.1 55.2 56.9 +3.1 —16 8.9 5.9 
Coutts 41.9 a2.2 50.9 9.2 -3.5 + 17 2.4 2.2 
National 61.0 85.5 83.3 85.3 +2.4 +40 0.6 1.4 
* Excluding balances‘from‘subsidiaries and excluding profit carried forward. 
TABLE IV 
MAIN EARNING ASSETS* 
(£ millions) 

r INVESTMENTS f— (— ADVANCES} —~ 
Change Change 
At Dec 31 1945 1955 1956 in 1956 1945 1955 1956 =in 1956 

O/ O/ 

/O /O 
Barclays 220.7 447.1 475.7 + 6.4 168.5 357.4 368.2 + 3.0 
Lloyds 221.2 387.5 369.6 -—- 4.6 117.1 308.1 336.9 + 9.3 
Midland 259.4 462.3 411.8 -10.9 175.5 385.6 398.1 - 3.2 
Nat Provincial 133.1 220.2 218.3 - 0.8 130.9 265.2 256.7 - 3.2 
Westminster... 172.5 247.6 240.7 - 2.8 109.4 251.8 257.9 2.4 
Martins 68.4 84.6 88.5 + 4.6 331 88.8 86.0 —-— 3.2 
District : 60.9 69.2 72.2 + 4.3 24.4 67.0 72.9 + 8.8 
W. Deacon’s.. 29.2 33.9 37.7 + 11.2 11.6 45.1 49.1 + 9.1 
Glyn Mills 21.0 13.0 13.4 + 3.1 14.0 15.4 21.3 +38.3 
Coutts 18.3 11.8 14.3 +2152 8.1 16.8 16.3 - 3.0 
National 26.8 24.8 23.7 - 4.4 14.0 33.5 33.3 - 0.6 


* Figures for 1945 are inserted to indicate growth of these assets since the 


war, but it 


should be remembered that at end-1945 the clearing banks held £1,523 millions of Treasury 
deposit receipts, equivalent to 31 per cent of their deposits (see Table II). 


+ Excluding ‘‘ Trade’’ investments, etc. 


subsidiaries. 


At Dec 31 


Barclays. . 
Lloyds .. 
Midland 
Nat Provincial .. 
Westminster 
Martins .. 
District . . 
W. Deacon’s 
Glyn Mills 
Coutts 
National 


Ca 
1955 


e 

% 
9 

8 
71.9 
9 
8 
4 


TABLE V 
LIQUID ASSETS 
(£ millions) 


Call Money 
1955 1956 


111. 
68. 


73. 


109. 
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Bills 
1955 1956 
296.5 285.5 
242.9 242.1 
324.3 375.6 
176.1 169.5 
186.2 170.2 
70.3 82.9 
58.6 51.4 
23.2 20.5 
7.6 3.4 
8.3 6.5 
6.2 7.8 


t Excluding balances with, or loans to, 


Liquidity 
Ratios* 
1955 1956 
O O 
37:9 8.8 
34.4 34.4 
38.2 41.3 
| * oe CF 
56.3 37.6 
39.8 42.1 
39.9 35.7 
37.9 dat 
45.2 33.4 
42.4 @.a 
ae.8. wee 


* As officially computed, i.e. based on deposits as defined for purposes of the monthly 


statements. 
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government as a result of external transactions as a whole was almost cer- 
tainly very much less. In 1955 the loss of gold reflected both a speculative 
strain upon capital account and a deficit (£89 millions) on current trans- 
actions as a whole. In 1956, however, the gold sales of just under £200 
millions were wholly attributable to capital strains, and their effects on the 
Treasury’s internal finances must have been offset to a substantial extent 
by the surplus earned on current trading account. The decline between 
the two years in the amount of sterling accruing from these external influences 
could conceivably have been as much as £200 millions—but even such a 
sum as this would not have sufficed to wipe out the improvement in the 
government’s domestic finances as such, though it would have left the whole 
cash account in moderate deficit. 

On these assumptions, there was probably still a marginal sum requiring 
finance by sales of stock or Treasury bills, over and above the amount 
absorbed by purchases and redemption of unconverted “ outside ”’ holdings 
of maturing stock. ‘These marginal requirements were certainly much less 
than in 1955; yet the total of tender bills rose by £80 millions, almost as 
much as in 1955, and the banks’ liquid assets again expanded. ‘The authorities 
may again have been net sellers of stock (whether by issue or through the 
“taps’’), but it seems evident that any such sales were significantly less 
than in 1955. ‘They certainly were not pressed in any comparable fashion. 

Thanks to this lenient policy, and especially to the sharp recovery in the 
short bond market after Christmas—a recovery that carried the shorts well 
above their end-1955 levels—the banks have not been saddled with a further 
. depreciation of investments. There was no change in the method of valuation 
adopted, and three of the four big banks that now show their portfolios below 
cost and under redemption price have succeeded in reducing the percentage 
depreciation over the year. The exception is Lloyds, but this bank, having 
shown only 2.4 per cent at end-1955, suffered more than the other banks 
during the first half-year, when the proportion rose to 4.3 per cent; by end- 
1956 it was back to 2.5 per cent. Barclays’ proportion has narrowed from 
3.5 to 3.4 per cent, the Midland’s from 5.2 to 4.9 per cent, and the West- 
minster’s from 3.7 to 3.2 per cent. ‘The absolute amounts are more than 
covered by published reserves in each of the banks except the Midland. 


Banks’ Record Profits 


It will be apparent from the several tendencies traced in this article that the 
year must have been an exceptionally favourable one for bank earnings. The 
banks have enjoyed the advantages of dear money without suffering the 
severe disadvantages that used to be associated with it; they have not, as in 
1955, had to make large sales of investments on a difficult market, and in 
neither year have they experienced the revival of bad debts that had been 
feared—though the Suez dislocations, coming on top of the localized dis- 
inflation, have now aroused these fears anew. True, the banks suffered in 
1956 from the credit deflation achieved in 1955: as already noted, average 
deposits were substantially lower. But the effect of this decline in the average 
volume of resources employed was much more than offset by the increase in 
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the rates earned upon them, even though the most remunerative of bank 
assets—loans and overdrafts—contracted on the average by 6 per cent, as 
Table II shows. The average rate earned on advances must have risen by 
roughly one-fifth, and the return from bills and call money rose by appre- 
ciably more than that—partly because market rates rose by somewhat more 
than did the Bank rate, and partly because the average volume of these 
assets was significantly increased. 

These gains, plus some increase in receipts from commissions, were 
certainly much more than sufficient to offset the two adverse factors in the 
interest account—the decline in earnings from investments, in consequence 
of the big reduction of portfolios during 1955, and the steep increase in the 
interest costs of deposit accounts. In addition, the banks had to face a further 
general increase in running costs. ‘The major factor here was doubtless the 
ever-rising bill for salaries and pensions, which in 1956 was lifted still further 
by the special increase, equivalent to 5 or 6 per cent of all but the high 
salaries, granted by most banks in the middle of the year either by way of 
‘cash payment ”’ or by consolidation into the basic salary (when it ranks 
also for pension rights). Notable among other increased costs was that of 
premises—including both the running costs, especially rates, and the costs of 
rebuilding and refurbishing, which has been going ahead fast in recent years. 

But when all factors have been weighed, there is no doubt that the banks 
have had a bumper year—and this fact was discreetly signalled in the pub- 
lished profits. As Table VI shows, aggregate profits of the Big Five banks 
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rose by 9.2 per cent, the biggest increase disclosed for many years; the 1955 
increase was 5.9 per cent, but much of that was due to the purely technical 
effect of the reduction of the standard rate of income-tax in that year. Only 
two of the eight largest banks show smaller increases than in 1955, but those 
banks—the Midland and the District—showed the highest rises in that year. 
In 1956 the biggest rise of all was that announced by Williams Deacon’s (by 
19 per cent), which also raised its dividend, from 14 to 16 per cent. As this 
bank (together with Glyn Mills) is controlled by the Royal Bank of Scotland, 


























TABLE VI 
* BIG FIVE’? PROFIT COMPARISONS 
Change 
1952 1953 1954 1955 1956 in 1956 
£ ‘.. _4& £ £ % 
Barclays 2,137,722 2,300,150 2,549,399 2,645,381 2,917,112 10.3 
Lloyds .. 1,964,665 2,083,781 2,186,072 2,322,439 2,541,793 9.4 
Midland 2,074,887 2,127,202 2,397,597 2,654,110 2,888,443 8.8 
Nat. Provincial 1,525,013 1,765,768 1,827,044 1,882,139 2,030,483 7.9 
Westminster 1,446,546 1,474,736 1,623,197 1,708,316 1,865,050 9.2 
9,148,833 9,751,637 10,583,309 11,212,385 12,242,881 9.2 
TABLE VII 
PROFITS AND APPROPRIATIONS 
(£000’s) 


(Dividends paid before the increases began in 1952 are indicated in the first column; where 
necessary, the rates have been recalculated so as to make them comparable with those shown 


for 1955 and 1956.) 


Reserve 

Contingencies Fund and 
Net Profits Dividends Premises and Carry 

Rate % Net Cost Pensions Forward 
1955 1956 1955 1956 1955 1956 1955 1956 1955 1956 
Barclays (83% 2645 2917 12 12* £1612 1618 — —- 1034 1300 
Lloyds (9.6%) 2322 2542 12 13 #£=«1281 1388 500 500 541 654 
Midland (16%) .. 2654 2888 18 18 1569 1569 1085 1300 — 20 
Nat. Prov. (15%).. 1882 2030 18 = 18 981 981 1000 1000 — 99 49 
W’ minster (14.4%) 1708 1865 16 16 975 975 — — 734 890 
Martins (15%) .. 931 945 £174 173 434 434 500 =300 -— 4 11 
District (184%) .. 637 663 20 £20 324 324 300 =300 13 39 
W.Deacon’s(124%) 331 394 14 16 177 192 150 = 150 4 49 


* The “ special ’’ dividend of 2%) paid in 1954 and 1955 has now been consolidated into 
the basic dividend (10%, in thse years). 

+t The year’s final dividend of 7% was the first paid on the new single-class capital; the 
former ‘‘ A’’ capital thereby secured 13% for the year and the former limited-dividend “‘ B’’ 
capital secured 5.42% (against 5%). 
this decision does not imply either greater profitability or a more liberal 
dividend policy than that shown by the independent English banks—among 
which only Lloyds raised its dividend, according to the plan announced with 
the capital reorganization last September. The National Bank also raised 
its distribution, from 11 to 12 per cent, restoring it to the rate paid in 1938. 
[t is interesting to observe that all those banks that are maintaining tradi- 
tional practice in valuing investments are returning the whole of their un- 
distributed profits to inner reserves. Among the other banks, only the 
Midland and the National are pursuing this policy, but all the banks must 
have added substantially to inner reserves before striking declared profits. 
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Wage Payments and the 
Truck Acts 


By F. R. RYDER 





HE story of Pye Radio’s experiment in paying weekly wages by 
cheque, and of its abandonment for fear of offence against the 
Truck Acts, was told last year in the company’s report for 1955-56 
and was commented upon by The Banker editorially in its October 
issue. Since then there has developed a widespread discussion, disclosing 
in some quarters a rather confusing intermingling of the two distinct questions 
that this odd experience provoked. Should the law be amended to permit | 
such payments ? If so, would the development of schemes thus allowed give : 
rise to difficulties other than those against which the existing law is aimed ? 
The first question has obviously to be judged by refercnce not to any 
such “ other ”’ difficulties but to the purposes for which the Acts were framed. 
Any glance at legislation of the mid-nineteenth century regarding con- 
ditions of employment provides a striking reminder of the pace of economic 
and social change. At that time there was no semblance of balance of 
bargaining power between employee and employer, and legislative inter- | 
vention was consequently regarded as a protection of the weak against the : 
strong. Until as late as 1871 trade unions were illegal—if their objects 
could be regarded, as they often were, as being in restraint of trade. 
Since medieval days there had been laws prohibiting payment in kind in 
specific trades, but by the early nineteenth century the sporadic series of 
enactments had left the law confused and wide open to abuse; for example, 
cash was frequently paid by “ tommy shop ”’ proprietors at a discount for 
tickets for goods received in lieu of wages. ‘These conditions gave rise to 
the Truck Act of 1831, which reinforced and consolidated the law; it was : 
followed by further Truck Acts in 1887 and 1896 and the Shop Clubs Act 
(regarding clubs compulsory to employees) in 1902. The legislation was 
applicable to those engaged in manual labour, but was subject to numerous 
exceptions. Consequently, there was a considerable amount of litigation 
during the last half of the century, but in the past fifty years the subject 
has been little noticed—except for a minor relieving enactment in 1940 
regarding past offences. 
Pye’s scheme for wage payment by means other than “coin of the 
realm ’’—actually by bearer cheques—was at first thought to be within the 
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law, and it was actually operated for a considerable number of the com- 
pany’s employees for some months in 1954. But the company was then 
advised that the exemption in the Act upon which it had relied was not 
applicable, even though the payments were made with the specific consent 
of the employees concerned. ‘The exemption granted by section 8 of the 
Act of 1831 requires such consent, but extends only to cheques drawn on 
a note-issuing bank. On these grounds the company withdrew the scheme, 
provoking public demands for amendment of the Act, the possibilities 
being ventilated by correspondence in the press and by questions in Parlia- 
ment. In particular, the growth of such schemes has been envisaged as a 
means of avoiding the wages “‘ smash and grab ”’ incidents that are now so 
common. Now it is proposed that the necessary amendment be incor- 
porated in the long-gestated cheque endorsement Bill, and this has given 
the subject renewed interest. Public discussion is no longer focused only 
upon the advantages urged for such schemes, but has begun to take note 
of some of the difficulties their growth might involve—including the possi- 
bility that the encashment of wages cheques might thrust an undue burden 
upon small traders and publicans—not to mention the banks. 

All such aspects of the problem evidently merit more deliberate scrutiny 
than has yet been given to them; but they really have no relevance to the 
question of changing the law in order to remove an anachronism. Certainly 
the evil sought to be remedied by the existing law no longer obtains, for 
the disparity -between the bargaining strengths of master and servant has 
long been demolished by the upsurge of modern trade unionism. Whatever 
may be the practical difficulties of such arrangements as may be attempted, 
there appears to be little ground for objecting to an amendment that would 
be permissive in character and would merely restore one aspect of the 
freedom of contract between master and servant. Only if the effects of 
schemes likely to be agreed between employers and employees (and banks 
and perhaps local shopkeepers) are regarded as socially harmful can opposition 
to the amendment be regarded as having substance—but even so it might 
be questioned whether a legal prohibition intended for a purpose that no 
longer exists should be made to serve an entirely different purpose. 

As for the specific proposal to include the amendment in the Bill seeking 
to eliminate the endorsement of untransferred cheques, that may not be a 
happy device—but it would be typical of the sporadic efforts of the legis- 
lature in the past. The amendment would presumably place beyond all 
doubt the legality of the payment of wages by cheque or by credit direct 
to the employee’s banking account. 

Such an amendment would not necessarily give rise to any extensive and 
rapid introduction of schemes for cheque payments. A moment’s reflection 
upon the many problems involved for all parties will show that in present 
conditions schemes of this kind would be likely to appear unattractive or 
even impracticable for many firms.* 





* The chairman of Barclays Bank remarks in his annual “ statement ”’ that “ the adoption 
of this method on a large scale would give rise to problems of a far reaching nature, and it 
1s questionable whether such schemes will be of much value to the community as a whole 
it the cheques are immediately converted into cash,’’—EDITOR. 
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Unless an employee had a banking account and was willing and able to 
await the day following the weekly payment, there would be the problem 
of encashment on pay day. The extent of the problem would admittedly 
vary with the size of the firm concerned, but if the practice became at all 
popular, the banks might be unable to handle the encashments smoothly and 
expeditiously without additional office accommodation and staff at many of 
their branches. Again, the employee normally expects to be paid at his 
place of work; many employees would tolerate a journey to the local bank 
only if it could be made in the employer’s time, especially if they were 
likely to experience queueing and delay—such as arise occasionally now in 
new town areas when hire-purchase instalments are paid into the branch of 
the local bank. 

A corollary would be the encashment of cheques by local tradesmen and 
publicans, a practice sure to develop: in the Pye case there were consultations 
and special arrangements with tradesmen before the scheme was launched. 
The responsibility and trouble would thus in part devolve upon the long- 
suffering small trader. Although the banking habit may be spreading 
slowly among the population, there must be generally acquired not only the 
capacity to understand the simple use of a cheque book—even now occa- 
sionally a matter of unadmitted ignorance—but also an appropriate financial 
integrity, before cheques become in current use among all classes. : 

The economics of the charge likely to be made by a bank to employers 
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RESOURCES LIABILITIES 
Cash and Due from Banks.... $898,913,039 Capital (5,039,000 
U.S. Government Securities. . 697,433,284 shares— $10 
U.S. Government Insured rere $50,390,000 

F.H.A. Mortgages........ 71,182,775 I toa ss 100,000,000 
State, Municipal and Public Undivided Profits 56,263,500 

ee 177,327,654 3206.653,500 
Stock of Federal Reserve Bank 4,511,700 Reserves for Taxes, Unearned 
Other Securities........ be 30,618,488 Discount, Interest, etc. .... 22,031,632 
Loans, Bills Purchased and Dividend Payable January 15, 

Bankers’ Acceptances ...... 1,164,754,950 EE 6 ol ohh ie eae wane 6% 2,519,500 
ERS ES ae 30,410,254 Outstanding Acceptances ; 36,741,020 
Banking Houses ............ 18,073,969 Liability as Endorser on Accept- 

Customers’ Liability for Accep- ances and Foreign Bills .... 21,737,262 

| a rere ee re 35,713,419 Other Liabilities ............ 2,126,742 
Accrued Interest and Other PRE Saree per 2,845,221,115 

6 beak wees 8,091,239 

‘ $3,137,030,771 $3,137,030,771 











United States Government and Other Securities carried at $120,969,440 are pledged to secure public 
funds and trust deposits and for other purposes as required or permitted by law. 
Chairman: HORACE C,. FLANIGAN 
International Banking Department: 55 BROAD STREET, NEW YORK 
Member FEDERAL RESERVE SYSTEM Member NEW YORK CLEARING HOUSE ASSOCIATION Member FEDERAL 
DEPOSIT INSURANCE CORPORATION 
Representative Offices: 
1, CORNHILL, LONDON, E.C.3 VIA LAZIO 9 (Corner VIA VENETO), ROME 
ROSSMARKT 23, FRANKFURT, a.M. DAI-ICHI BUILDING, YURAKUCHO, TOKYO 
Incorporated with Limited Liability in U.S.A. 
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for the provision of the facility would, of course, be an integral part of the 
particular arrangement, even though it might be difficult to isolate the 
charge—since it would often be made as part of the charge for banking 
service as a whole (additional bank charges might also be felt by tradesmen 
who handled any large number of the wages cheques). If the additional 
work thrust upon the banks were fully remunerated, the charges would 
certainly be a perceptible offset against the savings achieved by the employer 
by relief from the labour of making up weekly wage packets, and in other 
ways—such as the saving of any insurance premium now paid to cover loss 
of cash in transport. It is obviously impossible to predict how the balance 
of financial debits and credits would be likely to turn out; it would vary 
from firm to firm. There is also the much wider consideration that at present 
some firms may not feel satisfied that there is adequate protection of the 
life and limb of their officials who collect the cash for the weekly wages. 

If it were possible, the most satisfactory procedure from the point of 
view of all parties would be payment by direct credit to the banking account 
of each employee, the latter merely receiving a brief note of the details of 
the payment. Such a system may become acceptable if and when a 
majority of employees of any firm become account holders—even if the 
accounts were technically savings accounts, as distinct from normal current 
accounts. But if the accounts carried only small balances and were subject 
to weekly cash withdrawals, the banks would almost certainly find it quite 
uneconomic to operate them without charge, and adequate charging might 
make the whole procedure unacceptable either to the employees or to the 
employers (if it was considered, as it might well be, that any such charges 
should be borne by them). 

The primary question is whether an amendment of the law, becoming 
effective perhaps after a waiting period, would be objectionable. ‘T'radi- 
tionally, in English law inroads are made on the freedom of contract only 
to protect the weak against the strong or to prevent the few acting anti- 
socially towards the many. The prohibition of systems of payment to 
which the employee consents cannot be necessary unless socially harmful 
consequences are anticipated from the schemes likely to be agreed if the 
law is changed. Such a fear would in practice be difficult to justify, 
especially as professionally-advised unions would generally have to concur in 
schemes proposed by employers. ‘The fact that such schemes might be 
unacceptable to a large majority of the workmen, or that the growth of 
them might involve organizational problems for the banks, is no argument 
tor the continuance of this statutory prohibition. It is true that the impact 
upon the small trader might raise again in some degree the question of 
protection of the weak against the strong; but probably this argument is of 
insufficient force to substantiate the retention of the law as at present. It 
is very unlikely that such an amendment would be followed by any wide- 
spread change of habit in wage payment; indeed, until the Pye case brought 
the whole problem to light, most employers were probably quite unaware 
that any statutory obstacle existed. ‘To refuse the opportunity to the few 
who wish to adopt the system would seem to be unnecessary. 
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AMERICAN REVIEW 








HE business community and 

the security markets derived no 

stimulation this year from the 
Presidential messages on the State of 
the Union and the Budget. Both, ad- 
mittedly, placed renewed emphasis on 
the unprecedented prosperity and pace 
of activity of the American economy; 
but a mood of apprehension had 
been induced by the President’s earlier 
request for formal Congressional 
authority for Presidential powers of 
armed intervention and economic assist- 
ance in the Middle East. Further- 
more, while the Budget Message (for 
the fiscal year beginning on July 1) 
forecast rising revenues with rising 
prosperity, it also made provision for 
new expenditures on defence account; 
and the Administration has adhered to 
its policy of a balanced Budget. Hopes 
of tax remission, which at one time 
last year looked promising, had vanished 
long before the formal estimates were 
presented to Congress. 


The particular feature of the Presi- 
dential messages to which Wall Street 
directed its attention was the continuing 
stress on the presence of inflationary 
pressure. This was discouraging to 
some extent, since open-market opera- 
tions of the Federal Reserve authorities 
during December had revived hopes 
of a turn from credit restraint. Mr 
Eisenhower, in discussing the economic 
prospect, declared that with prosperity 
‘““ danger was always present’’; that 
Government might become “ too pro- 
fligate’’ or that private groups might 
forget ‘‘ possible results of unwise 


struggles for immediate gain’.  I[n- 
dustry, he said, must “ avoid price 
rises that are possible only because of 
vital or unusual needs ”’ while organized 
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labour must deny itself ‘‘ wage increases 
that outrun productivity ”’. 

While costs of labour and materials 
are still tending to rise, competition is 
becoming decidedly keener in many 


sectors. It is no longer easy to pass oft 


cost increases where goods are in 
abundant supply, and consumers are 
showing no particular eagerness to buy 
at the peak rates that the level of 
present personal incomes might justify. 
Car sales, for example, have recently 
been much better than a year ago, but 
well below the more optimistic fore- 
casts; while preliminary indicators sug- 
gested that Christmas retail trade was 
below many estimates, particularly for 
durable goods. These influences point 
displeasingly towards a squeeze on 
profit margins. 


No Deficit Financing 


Presidential warnings on the con- 
tinuing “‘ menace” of inflation have 
been fortified, moreover, by similar 
warnings from the Treasury and from 
the Reserve Board itself. At a press 
conference on the Budget schedules in 
mid-January, Mr George Humphrey, 
Secretary of the Treasury (and re- 
putedly the President’s closest Cabinet 
confidant to-day), said that continuance 
of present tax rates would bring “a 
depression that would curl your hair ”’. 
He also used what some observers 
regarded as rather ominous terms about 
‘“resignation’”’ in the event of the 
Government deciding to finance tax 
reductions through budgetary deficits. 
He explained this by expressing the 
opinion, which alarmed many observers, 
that “‘ you cannot spend to get rich”’. 

These remarks should be _ placed 
strictly in the context of present eco- 
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nomic circumstances ; it may be recalled 
that Ir Humphrey himself some 
months ago joined those who com- 
plained that the policy of the Federal 
Reserve was too “hard’”’ even for 
a hard dollar. Nonetheless, there are 
some grounds for believing that the 
‘Treasury's arteries have now hardened 
a little; certainly, there are pointers to 
a revival of some rather outmoded 
views on fiscal orthodoxy. 

The warning from the Federal Re- 
serve, also in mid-January, said that 
further steps might be taken to restrict 
credit, ‘* including a further rise in the 
discount rate’”’. The first Presidential 
Message included the recommendation 

















that Congress should establish a well- 
qualified Commission of Inquiry on 
‘ the nature, performance and adequacy 
of our financial system’. Despite the 
obvious successes of Federal Reserve 
policy in recent years, it is felt that 
there is need for detailed investigation 
of problems arising particularly from 
Government obligations under the Em- 
ployment Act and from the enormous 
funds controlled to-day by Govern- 
ment agencies and financial institutions 
that are outside the jurisdiction of the 
Reserve System. A comprehensive 
study over this range would inevitably 
take a considerable time, probably at 
least two years. 


American Economic Indicators 


Production and Business: 
Industrial production (1947-49 = 100). . 
Gross private investment (billion $) 
New plant and equipment (billion $).. 
Construction (billion $) $ 
Housing starts’ 
Business sales (billion $) 
Business stocks (billion $) 


1956 





1953 1954 1955 
Sept Oct Nov Dec 


134 125 139 145 £146 146) 147 
50.3 48.0 60.6 65.1 — — — 
28.4 26.8 28.7 38.0 — 37.3 — 
35.3 37.8 43.0 44.3 43.9 44.4 44.7 

1,013 1,220 1,328 93.0 93.0 80.0 64.0 
48.4 46.7 51.7 54.0 54.9 558 — 
80.3 76.9 82.1 86.5 87.1 87.9 


Merchandise exports (million $) .._—-:1,314 1,259 1,293 1,518 1,656 1,515 — 


Merchandise imports (million $) 


Employment and Wages: 


Non-farm employment (million) °F 55.6* 54.7 56.5 58.7 59.0 59.1 59.4 
Unemployment (000s) .. .. 1,062* 3,230 2,654 1,998 1,909 2,463 2,479 
Unemployment as % labour force 23° 38 4.0 2.9 2.8 3.6 3.7 
Hourly earnings (mfg) ($) 1.77 1.81 1.88 2.00 2.02 2.03 2.05 
Weekly earnings (mfg) ($) 71.69 71.86 76.52 81.4 82.2 82.4 84.1 


Prices: 
; aie a 
Moody commodity (1931 = 100) - 
Farm products (1947-49 = 100) 


[Industrial (1947-49=100)e .. 114.0 114.5 117.0 123.1 123.6 124.2 1 


Consumers’ index (1947-49 = 100) yal. 


Credit and Finance: 


906 =851 948 992 1,120 986 — 


428 +41 — . | 

389 4902 — ¢ 425 421 438 = 442 

97.0 95.6 89.6 90.1 88.4 87.9 88.6 
2 


14.4 114.8 114.5 117.1 117.7 117.8 — 


Bank loans (billion $) 67.6 70.6 82.8 88.5 88.5 896 — 
Bank investments (billion $)_. 78.1 85.3 78.3 73.5 73.7 744 — 
Bank loans (weekly) (billion $) 34 25 mil mt CURD RA Na 
Consumer credit (billion $) 31.2 32.3 38.6 40.1 40.2 40.6 — 
Treasury bill rate (%) .. 1.93 0.95 1.75 2.85 2.96 3.00 3.23 
US Govt Bonds rate (°5) ws - 3.146 Ze 293 325 320 AlCl 
Money supply (billion $) : .. 200.9 209.7 216.6 214.2 216.6 217.1 — 
Federal cash budget (+ or -—) (mill $) -6,153-1,082 -740-1,141 ~- — -— 


Notes—Latest figures are preliminary or 
estimated. Yearly figures are given for 
private investment and equipment for 
1953-55 and then quarterly figures at annual 
rates. Construction figures show monthly 


averages 1953-55. Business sales and stocks, 
money supply, bank loans and consumer 


credit show amounts outstanding at the end 
of the period. Moody’s commodity index 
shows high and low 1953-55, and end-month 
levels. Weekly bank loans are derived from 
partial returns only. Budget figures are 
cash totals 1953-55 and then quarterly. 

* Old basis. 
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THE CENTRAL BANK 
OF INDIA LIMITED 


(Incorporated in India. The Liability of the Members is Limited) 


Established 1911 


AUTHORISED CAPITAL - - Rs _ _— 6,30,00,000 (£4,725,000) 
ISSUED CAPITAL - - - - Rs.  5,77,50,000 (£4,331,250) 
SUBSCRIBED CAPITAL - - Rs.  5,76,66,125 (£4,324,959) 
PAID-UP CAPITAL - - - - Rs.  3,14,54,250 (£2,359,068) 
RESERVE FUND AND 

OTHER RESERVES - - - Rs.  4,01,81,217 (£3,013,591) 


DEPOSITS AS AT 31-12-55) - Rs. 1,28,66,31,735 (£96,497.380) 


Note: The sterling equivalents of the rupee figures shown above have 
heen converted at the rate of 1/6 per Rupee. 


* 


BOARD OF DIRECTORS 
SIR HOMI MODY, K.B.£. (Chairman) 
C. H. BHABHA, Esq. ( Vice-Chairman) 


D. D. ROMER, Esq. C. P. WADIA, Esq. 
D. M. KHATAU, Esq. C. B. PARIKH, Esq. 
M. M. AMERSEY, Esq. F. J. GAZDAR, Esq. 


SIR JAMSETJEE JEJEEBHOY, Bart. 


HIS HIGHNESS SIR JIWAJIRAO MADHAVRAO SCINDHIA, G.c.s.1., 
G.c.1.£., Maharajah of Gwalior 


General Manager: 
N. K. KARANIJIA, Esa. 


* 
GENERAL BANKING AND EXCHANGE BUSINESS OF EVERY 
DESCRIPTION UNDERTAKEN AS THE BANK HAS A NETWORK 
OF NEARLY 300 BRANCHES AND SUB-OFFICES THROUGHOUT 
INDIA, PAKISTAN AND BURMA. IT IS IN AN EXCELLENT 


POSITION TO ASSIST IN FINANCING THE INTERNAL AND 
FOREIGN TRADE OF THESE COUNTRIES. 


HEAD OFFICE: MAHATMA GANDHI ROAD, BOMBAY 


LONDON OFFICE: 159 FENCHURCH ST., LONDON, E.C.3 
London Adviser: SiR CECIL TREVOR, C.I.E. 


London Manager: C. S. SPICER 
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INTERNATIONAL 


REVIEW 








Argentina 


LOANS FROM BANK AND FUND ?—Argentina 
is to seek a credit of $75 millions from 
the International Monetary Fund; and 
it has applied for a loan of $200 millions 
from the World Bank. Argentina joined 
both institutions last year. The Fund 
has recognized the official par value of 
the peso as governing Argentina’s local 
currency subscription to its capital. 
NO DEVALUATION— The Finance 
Ninister, Dr Eugenio Blanco, has denied 
that the Government is contemplating a 
new devaluation of the peso. The 
rumours arose after the holding of a 
conference attended by President Aram- 
buru, Dr Blanco, two former Finance 
Ministers (Dr Pinedo and Dr Hueyo), 
and Dr Prebisch, economic adviser to 
the Government, which was stated to 
have discussed the possibility of ending 
the system of import restrictions. 

BUT FALL IN FREE RATE—In his denial, 
Dr Blanco emphasized that transactions 
arising from imports of raw materials 
and other essentials would continue to 
be handled at official rates of exchange; 
but he indicated that increasing use 
would be made of thé free exchange 
market for imports of capital goods. 
The switch of part of the demand for 
toreign exchange from the official to the 
free market has resulted in a rise in the 
free market premium. Recent quotations 
have been in the region of 105 pesos to 
the pound against about 80 in the third 
quarter of 1956. 


Australia 


IMPORT CONTROLS EASED—Import restric- 
tions are being relaxed to permit the 
entry of an additional £A30 millions of 
goods a year with effect from the be- 
ginning of 1957. The restrictions had 
been progressively tightened on a num- 
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ber of occasions since October, 1954; 
the last cuts, made last July, had only 
recently taken full effect. Sir Arthur 
Fadden, the Federal ‘Treasurer, attri- 
buted the relaxations to the big improve- 
ment in the country’s balance of pay- 
ments; but he gave a warning against 
the building up of expectations about 
what might be done in the future. He 
intimated that if the price of wool 
maintained its high post-Suez level, it 
should be possible to make a significant 
further addition to external reserves; 
but it would not be right for the Govern- 
ment to run the risk of having to curtail 
imports at some later date by making its 
concessions excessively liberal now. 

SWING TO SURPLUS—In the six months 
to the end of December, Australia 
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achieved a favourable balance in_ its 
external trade of £A100 millions, com- 
pared with a deficit of £A27 millions in 
the second half of 1955. The improve- 
ment is attributable to the buoyancy of 
wool exports and the contraction in 
import outlays resulting from earlier 
cuts. The London balances of the 
Commonwealth Bank rose in the half- 
year by £A56 millions, to £A328 


millions. 


. 
Austria 
JOINS ARBITRAGE SCHEME—The Austrian 
schilling has been brought within the 
European arbitrage scheme. Dealings 
have begun in the principal centres. 
Quotations in London fluctuate within 
the official limits of 72.255-73.34!1 to 
the pound. 
Bolivia 
EXCHANGE REFORM—The Government 
has announced fundamental reforms in 
the system of foreign exchange and new 
internal measures to combat inflation. 
These are designed to stabilize the 
boliviano, which in recent years has been 





one of the most heavily devalued cur- 
rencies in the world. The new pro- 
gramme has been devised with the help of 
the United States Government and the 
International Monetary Fund; these two 
bodies will together provide US $25 
millions to establish a currency stabi- 
lization fund. The main feature of the 
currency reform is the setting up of a 
free market through which all the 
country’s foreign exchange transactions 
will be channelled. All import and 
export restrictions are to be abolished. 


Brazil 


FARM PRODUCTS FROM U.S.—An agreement 
has been concluded with the United 
States for the supply of $139 millions of 
surplus American agricultural products 
over a three-year period. Brazil will pay 
in cruzeiros, but will be allowed to use 
the bulk of the money for financing do- 
mestic long-term development projects. 
A contract valued at £55 millions to 
rebuild Sao Paulo’s public transport 
system has been awarded to the Alweg 
Monorail Corporation (Bahamas); the 
concern is under Swedish control. 











NATIONAL BANK 
OF PAKISTAN 


(Incorporated under the National Bank of Pakistan Ordinance, No. X1X 
of 1949, and sponsored by the Government of Pakistan. 


The liability of 
members is limited). 


ESTABLISHED 1949 


= * 7 


HEAD OFFICE: VICTORIA ROAD, KARACHI 


65 branches, and also _ sub- 
branches, thrcughout Pakistan. 


President 

Foreign branches at Calcutta 

(India) and D’Jeddah (Saudi 
Arabia). 


Authorised Capital 
Issuzd & Subscribed . 


Foreign Correspondents in lead- 
ing business centres throughout 


the world. Paid-up 


Banking business of every description transacted. 


Managing Director 
Government Director 


Reserve Fund (31.12.55) 
Deposits (31.12.55) 


LOCAL PRINCIPAL OFFICES: 
KARACHI, LAHORE, DACCA 


LONDON OFFICE: 20 EASTCHEAP, LONDON, E.C.3 


* a - 
Hoshang Dinshaw 
A. Muhajir 
Mumtaz Hasan 

. 7: o 

Pak. Rs. 6,00,00,000. 
Pak. Rs. 6,00,00,000. 
Pak. Rs. 1,50,00,000. 
Pak. Rs. 65,00,000. 
Pak. Rs. 40,18,50,000 


London Manager: J. A. F. Sieywright 
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Finland 


STERLING FOR POLISH COAL—The 1957 
trade agreement with Poland marks two 
significant departures from _ previous 
practice. In the first place, Poland 
now requires payment for deliveries of 
coal in sterling. Secondly, the tripartite 
arrangement under which Finland has 
offset its trade deficit with Poland by 
its surplus with the Soviet Union 1s 
discontinued; Finland will have to settle 
any payments deficit with Poland 
directly. 


France 


\USTERITY FOR 1957—In a_compre- 
hensive review of the French economy 
the Minister of Finance, Ml. Ramadier, 
has stated that austerity must be prac- 
tised during the next twelve months. 
The balance of payments would present 
the biggest problem of the year. Restric- 
tions In imports would not be reintro- 
duced, but imports would have to be 
reduced by voluntary action as far as 
possible and a new effort made to expand 
exports. 

OlL THREAT TO OUTPUT—The head of 
the French Planning Department, M. 
Hirsch, gave a warning in his report for 
1956 that the fuel shortage might im- 
peril tull employment. He urged an 
effort to cut down unnecessary spending 
on consumption goods and less essential 
capital projects, contending that unless 
available resources of fuel and materials 
were most prudently used, the expansion 
in production would be halted and a 
real recession precipitated. 

4() PER CENT FALL IN RESERVES—Of ficial 
reserves of foreign exchange fell a further 
Frs 2014) millions (about $57 millions) 
during December, reducing them to 
Frs. 100,000 millions compared with 
Frs 394.000 millions at the beginning 
of 1956. Since the Bank of France’s 
gold stock remained at Frs 301,000 
millions throughout the year, the fall in 
gold and foreign exchange reserves 
combined in 1956 was of the order of 
40 per cent. The December loss was, 
however, attributable largely to interest 
payments on North American loans. 
BUDGET THROUGH—The budget for 1957 
was approved by the French Upper 
House at the end of December and 
subsequently enacted. Agreement was 
reached with the Assembly at the last 
minute on the imposition of a levy of 3 
per cent on foreign exchange supplied 
to French tourists, in place of an earlier 






proposal to introduce a tax on gold 
dealings. 


Germany 


BANK RATE CUT AGAIN—Bank rate was 
cut from 5 to 43 per cent in the second 
week of January; this followed the cut 
from 55 per cent made in September. 
Last month’s cut seems to have been 
prompted mainly by the big increase in 
liquidity in the money market (resulting 
partly from the inflow of foreign funds), 
which made the existing Bank rate 
ineffective. “The slowing down of the 
investment boom, reflected in the up- 
turn of unemployment, was also stated 
to have played some part in the decision. 
TIGHTER EXPORT CREDITS—The Bank 
deutscher Laender has announced that 
from the beginning of April, export 
drafts will be considered for rediscount 
only from the date of shipment. Hitherto 
they have been eligible from the date ot 
the export contract, which has meant 
that assistance has been provided in 
financing the manufacture of export 
goods. 
BUT LONGER TERM PROPOSED—A memo- 
randum circulated within the Cabinet 
and among leading bankers and indus- 
trialists by Herr Bluecher, the Vice- 
Chancellor, advocates the provision of 
better facilities for financing exports of 
German capital goods to countries of Asia 
and Africa. It proposes that the Frankfurt 
Export Credit Bank should operate a 
special fund for export credits for 
periods over five years, the limit for 
which existing facilities are available. 
Permission has been given for business 
concerns resident in Germany to main- 
tain accounts with foreign banks abroad. 
Hitherto they have had to use local 
banks for their foreign transactions. 


India 


SEVERE IMPORT CUTS—To halt the recent 
heavy decline in external reserves, and 
especially sterling balances, the Govern- 
ment has made severe all-round cuts in 
import quotas for the first half of 1957. 
They are designed to yield a total saving 
of Rs 300 millions (equivalent to £224 
millions) in a full year. Further, a 
ceiling has been fixed for expenditure in 
foreign currency by Government bodies; 
and public and private concerns have 
been forbidden to make foreign exchange 
arrangements for capital projects in 
respect of which no firm commitments 
have been made. Finally, foreign travel 








x 


O28 A AMEN AC AORN ES ih NN ta IO 8 ta hts tea 


Sls icecipgaedaeinjpapttidlipennnenrenclibenrenciseaserneseabindecesanenetie atin eee ae 
— — ~ : 





S PTO IRE AACE SI eh ae Sa 
Ot: et, . x es eieeeinieuttineeeeeenediiie:  Lae eee 
= =~ s " = ; = 





TREMENDOUS ADVANGE 





IN MICROFILMING! 


1m 





* Brit sh made for Burroughs by Rank 
Precision Industries (BAF) Ltd., to 
Bell and Howell design. 


BURROUGHS CUT COST & INCREASE EFFICIENCY 


Now—Recorder and Reader 
in one compact unit 


Burroughs Micro-Twin* com- 
bines a recorder, which photo- 
graphs all documents fed into it, 
and areader, whichscreens docu- 
ments you want to refer back to. 

The price of this combined 
unit is less than you would ex- 
pect to pay for the recorder alone. 

Because both sides of a docu- 
ment can be photographed sim- 
ultaneously, film is economized. 

Because the same lens is used 
both for recording and reading 
yvoucan have documents screened 
by turning the control knob to 
“read.” 
Does it take a long time to trace the 
documents you want to screen ? 
The exclusive indexing meter ts 
the latest development in docu- 
ment location; it allows for 999 
indexings per 100 feet of film. A 
document can be found within 
seconds. Facsimile prints can be 
made without a dark room. 

Microfilming keeps all your 
records, saves time, money, und 
office space, but the Burroughs 
Micro-Twin does it all more 
efficiently, more economically 
than ever before. 

Visit your nearest Burroughs 
office for a demonstration. 

Head Office: Burroughs Ad- 
ding Machine Limited, 356-366 
Oxford St., London, W.1. 


¢urroughs MICRO-TWIN 


The most experienced manufacturers of Adding, Calculating, Accounting, 
Typewriter-Accounting, Statistical and Microfilm Equipment 














allowances for pleasure purposes have 
been discontinued. 
BIG PAYMENTS DEFICIT—Figures issued 
by the Reserve Bank show that during 
the first six months of the Second Five- 
Year Plan period, from April to Septem- 
ber, 1956, imports were running about 
25 per cent beyond planned levels. ‘This 
is held to have been the main factor 
responsible for the deficit of Rs 1,259 
millions in external payments recorded 
during this period. 
RESERVE BANK RESIGNATIONS—Mr Rama 
Rao has resigned from the post of 
Governor of the Reserve Bank of India; 
and Mr Thurkada, one of the senior 
directors, has asked the bank not to re- 
nominate him to the Board. ‘These 
resignations have been connected with 
comments made recently by the Finance 
\linister on the functioning of the 
Reserve Bank. 
NEW RE-INSURANCE CORPORATION—A new 
Re-insurance Corporation is to be set 
up with an authorized capital of Rs 100 
millions. Its headquarters will be in 
Bombay. The issued capital will be 
Rs 25 millions, of which 80 per cent will 
be subscribed by Indian insurers carry- 
ing on general insurance business in 
India. There will be twelve directors, 
of which two will represent interests of 
foreign insurance. All member concerns 
must transfer to the Corporation a 
stipulated proportion of their direct 
premium income in_ India. 

The World Bank has made a loan of 
US £20 millions to the Indian Iron and 
Steel Company. 


Indonesia 


REVOLT THREATENS EXCHANGE—A further 
deterioration in the country’s external 
payments is in prospect as a result of 
political unrest, which has manifested 
itself in a revolt in the central and 
southern provinces. About two-thirds 
of Indonesia’s receipts of foreign ex- 
change are normally derived from 
exports from the areas in revolt. 

In the first half of 1956 Indonesia 
incurred a deficit in its foreign trade 
equivalent to £44 millions; this com- 
pares with a surplus of £18 millions 
earned a year before. The deterioration 
is attributable to a rise of 40 per cent in 
imports and a drop of 15 per cent in 


exports. 
Iran 


WORLD BANK LOAN ACCEPTED—An agree- 
ment providing for a World Bank loan 


of $75 millions to cover part of the 
deficit of the Seven-Year Plan Organiza- 
tion over the next three years has been 
approved by the Iranian Parliament. 
As a condition of the loan, the Bank 
requested a reduction in spending below 
the figure originally estimated during 
the first three years of the Plan, and a 
guarantee of repayment in the form of 
the pledging of oil revenues allocated to 
the Plan Organization. ‘The cut in 
spending will reduce the _ estimated 
deficit during the first three years from 
the equivalent of $220 millions to $140 
millions. 


Israel 


SEEKING U.S. LOANS—The Mlinister of 
Commerce and Industry and the Con- 
troller of Foreign Exchange have paid a 
visit to the United States to discuss the 
possibility of special loans. American 
allocations of grants-in-aid to Israel 
were suspended when Israel launched 


its attack on Egypt at the end of 
October. 

Japan 
ENDING STERLING AGREEMENT — The 


United Kingdom has proposed that 
the Anglo-Japanese sterling payments 
agreement should be abolished. The 
agreement requires all payments trans- 
actions between Japan and the sterling 
area to be settled in sterling, and imposes 
a mutual obligation to regulate Japan’s 
balance with the sterling area through 
adjustments in its trade. The UK 
authorities now feel that the ending of 
the payments agreement would induce 
Japan to solve any sterling difficulties 
by its own efforts. 

NEW PREMIER—Mr ‘T'anzan Ishibashi has 
been elected Prime Miunister following 
the retirement of Mr Ichiro Hatoyama. 
The new Finance Minister in the re- 
organized government is Mr _ Ikeda. 
Mr Ishibashi has announced his inten- 
tion to follow a more independent and 
nationalistic policy in world affairs. 
Japan would continue to lean towards 
the Western Powers, but there was 
likely to be a move towards closer 
relations with China. 

WORLD BANK LOANS—The World Bank 
has granted two loans of a total value of 
$24 millions. The money will be used 
to build a steel strip mill and to aid land 
reclamation projects. 
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Malaya 


DEFENCE AID FROM BRITAIN—Talks in 
London between the United Kingdom 
and a mission from the Malayan Federa- 
tion, headed by the Chief Miuinister, 
‘Tengku Rahman, have resulted in agree- 
ment on a defence and mutual assistance 
pact to come into force when Malaya 
attains independence in the second half 
of this year. ‘The British Government 
has undertaken, subject to Parliamentary 
approval, to provide up to £11 millions 
in the next four years towards the con- 
tinued cost of dealing with the emer- 
gency in Malaya, and to devote any 
unspent balance on this account, up to 
a total of £635 millions, for the expansion 
of the Federation’s armed forces. In 
addition, nearly £7 millions will be 
yranted for the purchase of army equip- 
ment. In return, the Malayan Federation 
is to allow Britain to maintain in the 
territory any military forces needed for 
the fulfilment of Commonwealth and 
international obligations. 

GRANTS FOR DEVELOPMENT— Assistance in 
defence, it is pointed out, will release 
additional resources in the Federation 
for the carrying out of the development 
plan. Help for the plan will be provided 
by the transfer of £45 millions to cover 
schemes started under colonial develop- 
ment and welfare grants. Facilities will 
also be made available in the London 
market. 


Switzerland 


SIZE OF CRISIS INFLOW—The head of 
the Federal Finance Department, M. 
Streuli, has stated that in the two months 





after the onset of the Middle East and 


Hungarian crises, transfers of foreign 
capital to Switzerland reached around 
500 million Swiss francs ($117 millions). 
The Minister said that the money had 
moved largely into the hands of major 
banking institutions, which were keeping 
it in liquid form. 

LOAN TO WORLD BANK—The plan for a 
Government loan of Sw Frs 200 millions 
to the World Bank was approved by the 
Swiss Parliament at the end of Decem- 
ber. A decision on the proposed credit 
had earlier been postponed on account 
of the international uncertainties. 


Syria 
STERLING ACCEPTED— [he official decision 
not to accept payment for Syrian exports 
in sterling made after the Anglo-French 
landings in Egypt in November, 1956, 
was reversed towards the end of De- 
cember. 


WORLD BANK* 


The International Bank for Recon- 
struction and Development made an 
issue in the United States last month of 
$100 millions of twenty-year +5 per cent 
bonds. They were taken up by a nation- 
wide group of 161 investment tirms and 
banks headed jointly by Morgan Stanley 
& Co and The First Boston Corporation. 
The issue was the first to be made by 


the World Bank in the United States 
since January, 1954, through dollar 
issues. 








* Loans made by the World Bank are 
reported under country heads. 
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CORRESPONDENCE 


Rising Output and Inflation 


Sir,—In an article appearing in your 
July issue I tried to prove that an increase 
in production involving an increase in 
the aggregate cost of production is in- 
flationary, because it generates additional 
consumer demand before the additional 
output becomes available. Criticizing my 
article in your December issue, Mr D. J. 
Coppock seems to be unable to make up 
his mind whether to denounce my argu- 
ment as invalid or merely as having been 
inadequately put. He accuses me of 
having “‘ overlooked ”’ or “‘ disregarded ”’ 
various points. The fact is that, owing 
to restrictions of space, I had to abstain 
from dealing with at least a score of 
points equally important to those men- 
tioned by my critic. 

Mr Coppock, moreover, has misrepre- 
sented me by attributing to me the view 
that ‘in the absence of price increases 
the repeated attempts to raise production 
will create . . . an insupportable pressure 
on stocks ’’. (Italics are mine.) ‘This 
conveys the impression that, in my 
opinion, the mcrease in consumer pur- 
chasing power resulting from the rising 
output does not cause a rise in prices. 

A careful reading of my article shows 
that my whole argument rests quite 
clearly on the contrary opinion. ‘The 
passage referred to reads as follows: “‘ In 
the absence of such adjustment of prices 


a continuous excess of demand would 
[stc] produce an insupportable pressure 
on stocks ’’. By substituting “ will ”’ for 
‘““would’’ Mr Coppock distorts the 
whole trend of the argument. 

In suggesting that additional demand 
does not in the short run cause a corre- 
sponding increase in prices, but merely a 
decline in inventories and/or a lengthen- 
ing of delivery dates, Mr Coppock is 
guilty of the fallacy of generalizing from 
the behaviour of a relatively limited range 
of markets. He has completely over- 
looked the obvious fact that a very wide 
and important range of prices does in fact 
respond in a matter of days or even hours 
to any noteworthy increase in demand. 
If, as a result of additional wages pay- 
ments arising from an increase in in- 
dustrial production, workers’ wives buy 
more meat, butter, vegetables, etc., the 
prices of these goods are apt to react 
immediately to the additional demand. 
There is, therefore, a rise in the cost of 
living long before the additional manu- 
factures appear on the market. This leads 
to demands for higher wages, apart 
altogether from those arising from in- 
creased competitive bidding for man- 
power.—Yours faithfully, 

PauL EINZIG, 
120 Cliffords Inn, E.C.A4. 
December 30, 1956 





APPOINTMENTS AND RETIREMENTS 


Alexanders Discount Company—Mr 
J. P. R. Glyn to be deputy chairman. 
Associated Australasian Banks in London 
\ir C. L. Messner, manager of the Bank 
of Adelaide, London, has been appointed 
chairman for 1957. 
Bank Leumi Le-Israel—Mr M. Silverston 
from ‘Tel-Aviv head office to be London 
manager on retirement of Mr S. Costa. 
Banque Belge pour I’Etranger (Overseas) 
Mr J. G. Janssens to be manager and 
Mr C. H. Wicks to be deputy manager. 
Barclays Bank—Mr L. G. Buxton has 
relinquished his appointment as __ local 
director of the Pall Mall district. Peter- 
borough district local head office: Mr C. V. 
Scholey and Mr R. M. Maris to be local 
directors. Head Office: Mr N. D. Weaver 
to be assistant secretary; Mr P. E. Smart to 
be manager of advertising dept; Mr. A. H. 
Milton to be manager of intelligence dept. 
Mir W. L. Davis to be district inspector, 


Ipswich district, on retirement of Mr 
Powell. London—Acton, North: Mr G. M. 
Southcomb from Chelsea to be manager; 
Cricklewood: Mr K. P. Bradburn from 
Forest Gate to be manager on retirement of 
Mr Dewson; Forest Gate: Mr B. C. Chap- 
man from Manor Park to be manager; 
Hounslow West: Mr D. S. Davies from 
Windsor to be manager; Kingsbury Green: 
Mr C. L. Lewis to be manager; London 
Airport: Mr G. A. D. Bourne from Houns- 
low West to be manager; Manor Park: Mr 
D. J. W. Roberts from Tilbury Docks to be 
manager. 

Barclays DCO—Sir Andrew Strachan to 
be vice-chairman of the Rhodesian board on 
the resignation of Colonel Sir ‘Thomas 
Ellis Robins, who has been elected a director. 
Lloyds Bank—Beverley: Mr J. D. Pipkin 
from Sleaford to be manager. Birmingham, 
Bournville: Mr E. P. Sinfield from Sutton 
Coldfield to be manager on retirement of 





























































Mr Southam. Cullompton: Mr E. J. B. 
Jones from Andover to be manager. Long- 
ton: Mr W. H. Timmis from Blackheath, 
Birmingham, to be manager on retirement 
of Mr Marks. Nettingham, West Bridgford: 
Mr J. R. Marsh to be manager. Redditch: 
Mr H. R. Williams from Chard to be 
manager on retirement of Mr Priest. 
Martins Bank—London: Mr E. Norman- 
Butler to be a joint general manager in 
succession to Mr E. H. Denman; Mr R. 
Davidson to be an assistant general manager; 
Mr L. G. Tunnah to be London district 
general manager. Chief Overseas Branch: 
Mr H. C. Horton to be overseas manager. 
Liverpool, Waterloo: Mr R. L. Couper from 
Victoria St to be manager. 

Midland Bank—Cardiff, Canton: Mr T. H. 
Jones from Pontyclun to be manager on 
retirement of Mr Henton. Derby, Nor- 
manton Rd: Mr F. Butt from Duffield to be 
manager. Morecambe, West End: Mr A. C. 
Ward to be manager on retirement of Mr 
Hetherington. Mountain Ash: Mr E. T. 
Evans from Treharris to be manager in 
succession to Mr Jenkins. Newport (Von), 
Commercial St: Mr T. W. Jenkins from 
Mountain Ash to be manager on retirement 
of Mr Griffiths. 

National Provincial Bank—Head Office, 
Advance Dept: Mr F. W. Durham and Mr 





F. Neale to be joint chief controllers, and 
Mr E. S. Welch to be a controller. London 
—Chancery Lane: Mr E. A. Martin from 
head office to be manager on retirement of 
Mr Whitehurst; Goszell Rd: Mr N. O’Brien 
from Spitalfields to be manager; Swiss 
Cottage: Mr C. E. Denham from Goswell 
Rd to be manager on retirement of Mr 
Head; J/ford: Mr R. C. Day from Southall 
to be manager; Southall: Mr T. H. Banister 
to be manager. Guernsey: Mr J. C. Framp- 
ton to be manager on retirement of Mr 
H. M. de la Rue. Haverfordwest: Mr D. P. 
Davies from Midhurst to be manager on 
retirement of Mr J. I. Davies. 

Westminster Bank—Head Office, Bullion 
Dept: Mr J. W. Merrett to be assistant 
principal. London—Wembley Park: Mr 
L. W. Boulter to be manager; Wimbledon: 
Mr V. F. R. Wright from Esher to be 
manager on retirement of Mr Daniel. 
Bearwood: Mr W. T. Reid to be manager. 
Brierley Hill: Mr A. J. W. Hall to be 
manager. Esher: Mr L. B. S. Benge from 
Oxted to be manager. Havant: Mr M. J. 
Tully from Crawley to be manager. Liver- 
pool, Allerton Rd: Mr E. C. Rawlinson to 
be manager. Oxted: Mr J. A. Willsteed 
from Bournemouth, Lansdowne, to be 
manager. St Austell: Mr G. H. B. Symons 
from Penzance to be manager. 
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Reacty Money 
a aaa 


When I got married recently 
and wanted to buy a house [| 
had no difficulty in providing 
the deposit. My savings were 
invested with the Westbourne 
Park Building Society and I 
had the ready money available 
immediately. I was pleased, 
too, that my savings had earned 
a good rate of interest—a 
very satisfactory investment all 
round. 





Head Office: WESTBOURNE GROVE, LONDON, W.2. 





WESTBOURNE PARK 


BUILDING SOCIETY 


now pavs 317, per annum 


Income Tax paid by the Society 


Assets £25,000,000 Reserves £1,735,000 


’Phone BAY 2440. 
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Trend of “Risk ’’ Assets 


({; millions, except for italicized figures, which show percentages of gross deposits) 
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Trend of Bank Liquidity* 





1955 
Mar June Sept Nov 
oO O;/ oO Oo 

Barclays _»° 2 ae ae 

Lloyds 71.4 BeOS 23.2 Ha 

Midland 1 at 8. 2.8 

National Prov ae.? 22.8 30.8 2028 

Westminster.. 29.7 28.1 32.0 34.3 

District wee oee. 2:7 22 

Martins «ee ae eae “Dee 
All Clearing 

Banks .. 29.9 30.1 33.5 35.0 


BANKING STATISTICS 








* Cash, call money and bills shown as percentage of gross deposits. 
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Change on Change 
——-— 1956 ——_—_-—__—_ latest on 
Nov Dec month year 
7 364.2 368 5 4.3 10.2 
4 26.7 26.1 
0 475.0 479.2 4.2 28.9 
3 34.8 33.9 
2 340.7 351.6 10.9 +-28.3 
J 29.6 29.3 
4 373.3 373.9 0.6 -17.9 
2.0 32.4 31.2 
8 411.0 398.1 -~12.9 +12.5 
@ 29.4 27.0 
9 411.9 411.58 0.1 — 50.5 
3 29.4 27.9 
Q 251.3 256 7 5.4 —- 8.5 
8 33.1 31 5 
2 221.0 221.1 0.1 - 1.8 
y 29.2 27.1 
= 248.9 258.1 9.2 6.0 
6 30.3 30.1 
6 242.6 242.4 —~ 0.2 - 6.9 
6 29.6 28 3 
68.4 72.9 4.5 5.9 
29.1 30.1 
72.8 72.8 -- + 3.0 
31.0 30.1 
85.5 86.4 0.9 2.4 
Ya 26.6 
$9.2 89.1 - 0.1 3.9 
29.0 27.4 
+ 1,881.9 1,912.5 - 30.6 61.4 
2 29.6 28.7 
3 1,975.2 1,980.4 5.2 — 35.5 
gY 31.1 29.8 
1956 
Dec Mar June Sept Oct Nov Dec 
ae ee, OE ee 
37.9 34.5 34.7 366 36.4 35.5 36.3 
34.4 32.3 33.1 34.6 35.4 34.4 34.4 
38.2 31.8 32.6 39.2 38.8 38.2 41.3 
3.4 38:3 Dove B.3 Wie Bee wea 
m.3 Zi 2s 3:9: 37S :oe.E Bee 
7.3 H.a MR 2D We ae eee 
9:3 33:3 2.3 F353 FR we 41 
37.4 33.1 33.5 36:9 37.1 36.4 37.4 
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Averages 
of Months: 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 


1931 
1932 
1933 
1934 
1935 
1936 
1936 
1937 
1938 


1939 
1940 
1941 
1942 
1943 
1944 
1945 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 


1951: 
Oct 
Nov 

1955: 
Dec 

1956: 
Sept 
Oct 
Nov 
Dec 





















































Tender 
Tap 


Net 


Deposits 


£mn 
1,759 
1,727 
1,628 
1,618 


Ways and Means Advances: 
Bank of England .. 
Public Departments 

Treasury Bills: 


Liquid Invest- 
Assets Ratiot TDRs ments 
mn % {mn 
680 38 a 325 
658 37 — 391 
581 35 — 356 
545 33 —- 341 
539 32 —- 286 
532 32 — 265 
553 32 = 254 
584 33 — 254 
568 32 — 257 
596 33 — 258 
560 32 — 301 
611 34 a 348 
668 34 — 537 
576 31 — 560 
623 31 ~— 615 
692 32 — 614 
713 32 ~— 643 
683 30 —- 652 
672 30 -— 637 
648 29 — 608 
785 31 73 666 
676 23 495 894 
712 22 642 1,069 
723 20 1,002 1,147 
788 19 1,387 1,165 
$86 19 1,811 1,156 
1,280 25 1,492 1,345 
1,646 29 1,308 1,474 
1,703 29 1,284 1,479 
1,920 32 983 1,505 
2,345 39 430 1,505 
2,308 38 247 1,624 
2,097 34 os 1,983 
2,201 35 — 2,163 
2,190 34 -— 2,321 
2,098 33 — 2,149 
2,218 35 —-- 1,978 
2,423 39.1 177 1,555 
1,981 32.0 108 2,033 
2,472 37.4 — 2,016 
2,315 36.9 — 1,947 
2,365 37.1 — 1,967 
2,310 36.4 --- 1,975 
2,492 37.5 — 1,980 


* Ten clearing banks for 1921-35, thereafter eleven 
+ Ratios to gross deposits, i.e. including items in course of collection. 


Banking Trends since World War I* 








Floa ting Debt 


Jan 21, 
1956 
{mn 


253.8 
3,390 O 
1,998 .0 


5,642.6 


Dec 31, Jan 5, 
1956 1957 
{mn {mn 

+.0 1.8 
234.6 245.7 
ancl 2320.0 
4,999.34 1430.0 

5,198.1 5,207.5 
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Advances 


{mn 
833 
750 
761 
808 
856 
892 
928 
948 
991 
962 


except for italicized line for 


Jan 12, 
1957 
{mn 


267.1 


3,440.0 
1,386.3 


—————— 


5,093 .4 
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1936. 


Jan 19, 
1957 
{mn 
244.0 

3,320.0 

1,487.0 


—_— 


5,051.0 


—————— 
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1952-53 
1953-54 
1954-55 
1955-56 
1955-56 
April- Nov 
December 
1956-57 


National Savings 


(£ mns: Receipts into Exchequer reported during period) 


April-Nov 
December 





Savings Total 
Certi- Defence Savings Premium ‘Tota} Accrued Defence Remain- 
ficates Bonds Banks Bonds Small Interest Bond ing In- 
(net) (net) (net) (net) Maturity vested* 
+20.8 -11.3 -131.6 — -122.1 88.3 -45.5 6,020.9 
+19.0 +0.3 —- 79.3 — ~ 60.0 88.6  -38.4 6,008.7 
+45.8 +50.0 - 35.5 — +89.5 .89.4 16.0 6,126.2 
+20.9 +63.3 —-— 76.4 — - 32.7 77.6 -49.0 6,119.0 
+ 12.5 + 9.8 — 37.7 —- 15.4 50.4  -28.0 6,131.0 
+ 0.1 + 6.6 —- 50.6 --- — 43.9 7.2 - 8.1 6,086 .0 
+46.4 2.0 - 3.7 + 33.3+ 9 +27.3 -32.2 6,195.0 
+ 1.6 - 1.0 —- 44.4 -18.2 - 25.8 + 2.3 - 1.7 6,170.0 


* After taking account of net sales through the Post Office Savings Bank of Government 
securities other than defence bonds. + Actual sales in November reported at £484 millions 


Years and 
Quarters 


1946.. 
1947.. 
1948.. 
1949.. 
1950. . 
1951.. 
1952.. 
1953.. 
1954... 
995.. 


1956: 
I 


IT 
July 


August a 
September .. 


Ill 


October 
November .. 
December 


IV 


Year.. 





Net Gold and Dollar 
Surplus (+) or Deficit (-) 


Britain’s Gold and Dollar Reserves 
(Millions of US dollars) 


Financed by: 








With 
EPU* 


—_—— 
—— 


+ 14 
-112 
- 276 
+113 
+ 85 
- 169 


» 
+ 45 


- 19 
- 51 
- 34 
— 104 
—- 28 
- 28 
— 49 


- 105 





—211 


With 
Other 
Areas 


+433 


—- 63 
— 285 
— 169 





— 517 


— 408 


Net 
Surplus 
or 
Deficit 
— 908 
— 4131 
- 1710 
- 1532 
+ 805 
— 988 
736 
546 
492 
575 


hop 


+ 140 
+ WF 
+ #1 
- 119 
- 128 


— 236 





- 91 
- 313 
- 218 


—- 622 





—- 619 


Ameri- 


can 
Aid 


682 
1196 
762 
199 
428 
307 
152 
114 


17 
9 


16 





6 
17 


66 


Special 


Payments 


and 
Creditst 
+1123 
+3513 
+ 805 
+ 168 
+ 45 
- 176 
- 181 
- 181 
— 400 
- 181 


__- 


re 
~ 
+ 177 





- 156 
30 
380} 





410 





+ 566 


Change 
in 
Reserves 
+ 220 
- 618 
— 223 
- 168 
+1612 

965 
— 489 
+ 672 
+ 244 
— 642 


+ 157 
+ 108 


+ 20 
- 129 
+ 52 





57 

— 84 
279 
168 





— 195 





13 


Reserves 


at End 


of Period 


2696 
2079 
1856 
1688 
3300 
2335 
1846 
2518 
2762 
2120 


2277 
2385 


2405 
2276 
2328 


-_-——— 


2328 
2244 
1965 
2133 


ee 


2133 


-_———_——- 


2133 


* Portion of deficit or surplus settled in gold (in month following each accounting period). 
+ Payments comprise annual service charges on the US and Canadian loans in each 
December from 1951 to 1955; also, initial payment of $99 mns on funding of EPU debt ; 
repayment of $112 mns to IMF in 1954; further $7 mns on EPU funding in July, 
1956; and $14 mns to IFC in August last. 


loan and monthly payments to EPU creditors not deducted. 


Quarterly instalments on Canadian post-war 


Credits comprised $4,909 mns 


in 1946 from US and Canadian loans; $420 mns from IMF in 1947-49; $325 mns from 
S. African gold loan of 1948; $177 mns from sale of Trinidad oil company in September, 
1956; and $30 mns from sale of US Govt bonds in November. 

t Balance of drawing of $561 mns from IMF and end-year instalments on US and 
Canadian post-war loans of $181 mns, of which $104 mns paid into holding account 
pending formal sanction of interest waiver. 
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Tullis Russell offer the benefits of 50 years’ experience 
Map and skill in making sensitized security cheque paper, of a 
—" quality and character that help to safeguard the reputation 
of British Banking all over the world. Day and night, 
month in and month out, one of Tullis Russell’s machines 
is engaged entirely in making this paper for all the big 
banks at home and overseas. Every stage of the work is 
supervised by qualified technicians specially trained to 
control and develop the paper’s protective qualities. 
For safety, security and consistency of quality, specify 


T.R. Security Cheque Papzer—it is a credit to Banking! 


Tullis Russell + C, Ltd. 


THE PIONEERS OF TWIN WIRE PAPERS FOR PRINTERS AND 
SPECIALISTS IN THE MANUFACTURE OF TECHNICAL PAPERS FOR INDUSTRY 
ESTABLISHED 1809 


SCOTLAND: Auchmuty & Rothes Paper Mills, Markinch, Fife LONDON: “ivorex House”’ Upper Thames St., E.C.4 
SIRMINGHAM: !77 Corporation Street MANCHESTER: 372 Corn Exchange Buildings, Corporation Street a 











XXX 


ee 








THE NATIONAL BANK 
OF KUWAIT LID. 


ESTABLISHED 1952 


Under Charter granted by H.H. Shaikh Sir Abdulla Al Salim Al Subah, K.C.M.G., C.1.E. 
Ruler of Kuwait 


BALANCE SHEET as at 31st DECEMBER, 1956 


LIABILITIES ASSETS 
Indian Rupees Indian Rupees 
Capital, Authorised, Issued Cash and Balances with Banks 139,325,728 
and Paid Up % .. 13,100,000 _ British Government Treasury 
General Reserve * Pa 5,000,000 Bills. . im ks .. 102,041,150 
Current, Deposit and Other British and Other Govern- 
Accounts (including pro- ment Securities (at under 


visions for contingencies).. 353,037,531 market value as at 31.12.56) 18,222,589 
Dividend Payable... ? 1,310,000 Other Investments at cost .. 1,000,000 
Profit and Loss Account Advances to Customers, Bills 

Balance... in - 490,416 . Discounted and Other Ac- 

Confirmed Credits and Guar- counts 4 sf .. 111,948,480 
antees on behalf of Cus- Land and _ Buildings, less 

tomers, as percontra .. 73,506,882 amounts written off fa 400,000 


Liability of Customers for 
Confirmed Credits and 
Guarantees, as percontra.. 73,506,882 


446,444,829 446,444,829 











Vote:—There is a contingent liability of Rupees 1,000,000 in respect of uncalled capital 
on ‘*‘ Other Investments ” 
AHMED SAOUD ALKHALED KHALIFA KHALED GHUNEIM A. E. MEDLYCOTT 
Chairman Deputy Chairman General Manager 
We have verified the Assets and Liabilities of THE NATIONAL BANK OF Kuwarr Ltp., 
as set forth in the above Balance Sheet. In our opinion such Balance Sheet is properly 
drawn up so as to exhibit a true and fair view of the state of the affairs of the Bank as at 
the 31st December, 1956, according to the information and explanations given to us and 
as shown by the books of the Bank. 
K uwait WHINNEY, MURRAY & CO., Chartered Accountants 
January 1957 Auditors 


PROFIT AND LOSS ACCOUNT 
FOR THE YEAR ENDED 31ST DECEMBER, 1956 
Indian Rupees Indian Rupees 
Transferred to General Re- Profit after charging all ex- 
serve ws s aa 1,400,000 penses, making provisions 
Provision for payment of di- for contingencies and writ- 








vidend of 10% _.... aa 1,310,000 ing down Assets i 2,880,756 
Balance Carried Forward .. 490,416 Balance brought forward 
from last year ee Pe 319,660 
3,200,416 3,200,416 
London Correspondents: New York Correspondents: 


Irving Trust Company 
Chase-Manhattan Bank 
Bank of America 


Midland Bank Limited 
Eastern Bank Limited 
Chase-Manhattan Bank 
Lloyds Bank Limited 
Correspondents in all principal countries 


A COMPLETE BANKING SERVICE FOR TRANSACTIONS WITH KUWAIT 
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BARCLAYS BANK LIMITED 


Anthony William Tuke, Chairman 


Sir Frederick Cecil Ellerton, Deputy Chairman 
Cuthbert Fitzherbert, John Thomson, Vice-Chairmen 


General Managers : 


R. G. Thornton, J. D. Cowen, E. Brimelow, J. L. Northcott 


General Manager (Staff): A. G. Boyd 


Statement of Accounts, 31st December, 1956 


LIABILITIES 


Current, Deposit and other Accounts..................... 


Acceptances, Guarantees, Indemnities, etc., for 
I I SI vinpekccesivcciccssrsscneesccsess 


RI INNES + agnchodeciebunieneniperberncssdecseeanessnees 
ND ocditspdhichnidatiintsmtibloeinaiibonsadionsins 


ASSETS 


Cash in hand and with the Bank of England ......... 


Balances with other British Banks and Cheques 
im course of collection..................sccccsccssceees 


Money at Call and Short Notice........................... 
ED cstcheeednessdeiccssnacendacsnaddbiaentanes 
EE Uh cia cuthiidiiediiibinicahenabidedeadetuonmiunns 
Advances to customers and other Accounts............ 
Investments in Subsidiaries :— 
Be Re IED TI vn cncnccescccccccccccssccces: 
I CIEE TMI oscsvesiscccsccccccscnsssesvactos 
a 5 oan e al cdenicnamauaniens 


Bank Premises and adjoining Properties ............... 


Customers’ liability for Acceptances, Guarantees, 
Sa sis et ra abe bh tecileninka dis 


HEAD OFFICE: 


94 LOMBARD STREET, LONDON, E.C.3 


£ 
1,412,924,049 


44,455,616 
22,964,703 
19,900,000 


117,081,458 


67,408,669 
109,796,000 
285,452,698 
475,688,578 
368,535,766 


3,728,558 
8,790,236 
2,227,312 
3,936,689 
12,642,788 


44,455,616 
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BARCLAYS BANK LIMITED 





A Favourable Result 





Steady Increase in Number of Accounts 





1957 of the Stockholders will be held at 

the Head Office of the Bank, 54 Lombard 
Street, London, E.C.3, on Wednesday, 6th 
February, 1957. 


T 195 Annual General Meeting for the year 


Capital Issued, £22,964,703; Reserve Fund, 
£19,000,000. 


Current Deposit and other Accounts: 
£1,412,924,049 (1955—£1,390,036,409). 


Investments: £475,688,578 (1955— 
£447,145,207). 

Advances: £368,535,766 (1955—£358,307,384). 

Net Profit: £2,917,112 (1955—£2,645,381). 


The following is an extract from the Address 
of the Chairman, Mr. Anthony William Tuke, 
circulated to the Stockholders :— 


I have, first of all, to report with much 
regret the death of our colleague and friend, 
Mr. Henry Anthony Birkbeck, who was one of 
our most senior Directors, having been a 
member of the Board since 1928 and a Local 
Director since 1919 in the Eastern Counties. 
Colonel Sir Edward Bolitho, who this year is 
among the Directors due to retire by rotation, 
has told me that on account of his age he does 
not wish his name to come forward for re- 
election. ‘‘ The Colonel,’’ as so many of us 
have known him for so long, joined the Board 
as long ago as 1925, and he has been a faithful 
counsellor and a firm support to successive 
Chairmen for over thirty years. We shall miss 
him very much. During the year Mr. Anthony 
Charles Barnes who, as Stockholders will know, 
is a Deputy Chairman of Barclays Bank D.C.O., 
has asked to be relieved of his duties as a Vice- 
Chairman of our Board, and in his place we 
have elected as a Vice-Chairman Mr. John 
Thomson, who has for some years past repre- 
sented our Oxford District on the Board and 
has recently also served as a Local Director at 
Reading. We have also elected as a new 
Director Mr. George Dawnay, who is a Local 
Director at Norwich and also at Peterborough. 
We have appointed as an additional General 
Manager Mr. J. L. Northcott, who has had 
wide experience in various executive posts in 
Head Office and elsewhere; and Mr. E. Brime- 
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low will retire from that office in April, after 
which, I am glad to say that he has agreed to 
continue to serve the Bank as a Local Director 
of our Pall Mall District. 


Profits in 1956 

The increase in the Bank rate at the begin- 
ning of the year to the abnormally high figure 
of 55 per cent., with corresponding increases in 
the rates which we earn on certain of our assets, 
has had the effect of enabling us to show a 
substantially increased profit in respect of the 
year’s working. These results, if not the under- 
lying reason for them, are naturally a matter of 
considerable satisfaction to the Board, but it is 
necessary, I think, to sound a note of caution 
regarding their permanence. Costs, of which 
by far the largest proportion represents pay- 
ments made to or on account of the Staff, have 
continued to increase, and this increase has not 
been due, except very indirectly, to the factors 
which have caused the increase in our gross 
income. When these factors no longer operate 
and money rates return to normal the increased 
expenses will probably still remain, and if 
profits are to be maintained at their higher 
figure we shall have to rely upon increasing 
business and greater efficiency. Fortunately, 
we have plenty of scope for increasing our 
lendings, which are our most profitable asset, 
as soon as we are no longer obliged in the 
national interest to curtail them. As Stock- 
holders will observe, we have used the addi- 
tional profit to increase our transfer to Reserve 
Fund on this occasion from £1,000,000 to 
£1,250,000, which we regard as prudent in the 
circumstances, and we are recommending a 
repetition of the same payment to Stockholders 
as a year ago, although there is a slight difference 
in its form, which is explained in the Directors’ 
Report. 


Balance Sheet Figures 


If we examine the Balance Sheet, we shall 
find that the deposits stand at £1,413,000,000 
compared with £1,390,000,000 a year earlier, 
but a comparison on the twelve monthly balance 
dates in 1956 with the corresponding dates in 
the previous year reveals that, on the average, 
current and deposit accounts have fallen by 
approximately £20,000,000. The further effect 
of the credit squeeze is more directly disclosed 


in the fall of £36,000,000 in the monthly 








































them down to only 27 per cent. of our average 
deposits. On average our liquidity increased; 
so much so that throughout 1956 our liquid 
assets have formed the largest of the three 
main items on that side of the Balance Sheet, 

in spite of the fact that we have increased our 
investments substantially during the year. The 
fluctuation of these items over the past three 

years is shown on the following chart: 


average of our advances to customers bringing 








continues to grow steadily year by year, and 
this is especially marked in the current accounts 
which have risen in number by over 50 per 
cent. since before the war. ‘The activity on 
these accounts has increased to an even more 
marked extent. ‘The number of cheque forms 
issued to customers for their use each year igs 
estimated at about 150 millions. The amount 
of cash paid out over our counters is approxi- 
mately £2,000,000,000 per annum, all of which 
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This excessive liquidity has been possible only 
because there has been such a plentiful supply 
of Treasury Bills arising mainly from _ the 
expenditure by the Government of borrowed 
money, and it means, in effect, that monetary 
management, which some critics deride, has 
not yet been really put to the test in modern 
conditions. In this respect our position is very 
different from that of most of the banks in the 
United States and Canada, where the liquidity 
position has become much tighter, largely 
owing to the very heavy demands for bank 
lending, and where, in consequence, the banks 
have become much more susceptible to 
monetary policy. 


Finance for Exports 

In recent years we have felt justified, in view 
of the relatively low proportion of our advances, 
in stretching our normal practice by giving 
consideration to a number of propositions for 
the provision of medium-term finance for the 
export of capital goods. ‘This business is of 
the highest importance to the expansion of 
export markets, and this is recognized by the 
fact that the Government, through the Export 
Credits Guarantee Department, are prepared 
in approved cases to guarantee the eventual 
fulfilment of the buyers’ contracts. During 
the past two or three years we have considered 
propositions of this character to the value of 
many millions of pounds, and have assented in 
principle to a large number of them. Unfor- 
tunately much of this business does not 
materialize for one reason or another, and the 
amount which we have outstanding under this 
heading at the present time is quite small. 


The Volume of Work 


The number of accounts open with the Bank 
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must first have been received by the Bank from 
customers or from other banks. ‘This might be 
greatly reduced if the ‘Truck Acts are amended. 
But even if it is made lawful to pay wages by 
cheque, the adoption of this method on a 
large scale would give rise to problems of a far 
reaching nature, and it is questionable whether 
such schemes will be of much value to the 
community as a whole if the cheques are 
immediately converted into cash. ‘This is a 
matter which requires full consideration before 
any action is taken. Our Clearing Department 
at Head Office may handle in the course of a 
single busy day as many as 750,000 cheques 
drawn on Barclays Bank; and that does not 
include the very large number which are ex- 
changed locally without coming to London. 
It will therefore easily be understood how 
greatly we are interested in the Bill which is 
now before Parliament for rendering unneces- 
sary the endorsement of the great majority of 
these cheques. Provided that various questions 
relating to the liability of the collecting and 
paying banker can be satisfactorily disposed of, 
we shall welcome the considerable saving of 
time and effort which are now expended by our 
Staff in the examination of endorsements. In 
saying this I must add that, contrary to a rather 
fantastic estimate which has been published and 
frequently repeated, I cannot foresee any sub- 
stantial monetary saving to the banks, as this 
could come about only through a large reduction 
in Staff as a result of the change, which does 
not appear to be probable. 


Copies of the Directors’ Report containing the 
full text of the Chairman’s Address may be 
obtained from Barclays Bank Limited, Room 142, 
54 Lombard Street, London, E.C.3. 
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NATIONAL PROVINCIAL BANK LIMITED 





Country’s Economic Problems and Corrective Measures 





Mr. D. J. Robarts’ Review of Financial Developments 





HE 124th annual general meeting of 


National Provincial Bank Limited will be 
held on February 14 at the head office, 15, 
Bishopsgate, London, E.C.2 

The following is an extract from the statement 
by the chairman (David John Robarts, Esq.), 
which has been circulated with the report and 
accounts for the year ended December 31, 
1956: 

Balance Sheet: The liabilities of the Bank 
to its Current, Deposit and other Account 
holders have fallen during the year by 
£19,265,582 to £814,523,969. The total of our 
liquid assets—Cash, Money lent at Call and 
Short Notice, and Bills—represents 37.3 per 
cent. of our deposit liabilities. ‘This compares 
with 38.7 per cent. twelve months ago. 

Investments in securities of, or guaranteed by, 
the British Government continue to be shown at 
a figure which is below their market value. ‘The 
Balance Sheet value of £215,961 ,946 gives a ratio 
of 26.5 per cent. to Deposits as against 26.2 per 
cent. last year. We hold no undated government 
securities and the majority of our holdings 
mature within ten years. 

Our Advances stand at £256,730,398, which 
represents 31.5 per cent. of our Deposits. ‘The 
corresponding figures at 31st December, 1955, 
were {265,204,772 and 31.8 per cent. 

Profit and Loss Account.—The account shows 
a net profit for the year of £2,030,483, compared 
with {1,882,139 for 1955. 

Together with the amount brought in of 
£605,511, there is a balance for disposal of 
£2,635,994. An interim dividend of 9 per cent. 
has been paid, taking £490,559, leaving available 
£2,145,435. 

It is now proposed to deal with this balance 
as follows: 

To pay a final dividend of 9 per cent. 
£490,560; 

‘lo appropriate to Contingencies Account 
£1,000,000 ; 

This will leave to be carried 
£654,875. 

The proposed final dividend of 9 per cent. 
makes, with the interim dividend of 9 per cent. 
paid in July last, a total dividend of 18 per cent. 
in respect of the year 1956. 


forward 


Staff 


The results which are disclosed by our 
accounts for 1956 are made possible only by the 


loyalty ind efficiency of our staff. ‘The Bank 
is served! by a fine body of men and women and 
[ would like, once again, on behalf of the share- 
holders and directors of the Bank, to express our 
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gratitude to them for their excellent work during 
the past year. The maintenance of the high 
pred con and efficiency of our staff is one of our 
constant preoccupations. We select our staff 
with the greatest care; we encourage them to 
acquire an adequate technical knowledge; we 
provide them with specialized training and give 
them all the mechanicel and electrical aids 
which can be economically introduced to im- 
prove the quality of our service to the public. 

It is now more important than ever that our 
vounger men should be given every opportunity 
to develop fully their abilities and personalities. 
The proportion of men to total staff continues to 
decline and in consequence a greater proportion 
of the male staff will be required to fill an in- 
creasing number of managerial and other execu- 
tive positions. The opportunities for our 
younger men are greater than they have ever 
been, and promotion will tend to come at an 
earlier age. 

We keep in constant touch with developments 
of mechanical aids over the whole range of our 
activities, from the handling of cash to machine 
book-keeping. ‘The progress of machine book- 
keeping over the past 30 years is well known, 
and all branches where the volume of work 
justifies it are now in some measure mechanized. 

It is probable that in the near future it will 
become practicable to design electronic machines 
capable of dealing with many of the processes 
involved in handling the millions of cheques 
which are now used more commonly than cash 
for making payments in this country. The very 
important developments which are taking place 
in this type of equipment are under our constant 
notice. 

During the past few decades there has been 
an enormous growth in the number of current 
accounts and in the use of the cheque. ‘The 
maintenance of such accounts has become the 
chief characteristic of the joint stock banks in 
this country. ‘The convenience of the cheque 
and of the record provided by the bank state- 
ment have proved invaluable both to the business 
house and the private customer. 

It has sometimes been said that the modern 
bank has lost some of the intimacy of the loca! 
bank where the relationship of banker and 
customer was more personal. We believe we have 
maintained this relationship to a very high 
degree by the careful selection of competent 
men of undoubted integrity for branch manage- 
ment and by giving them a very wide discretion 
in conducting their local business. At the same 
time we have greatly increased their efiective- 
ness by the development of specialist central 
departments, the accumulated experience and 















specialized knowledge of which are freely access- 
ible to all. No other method, we are convinced, 
could make available to customers such a vast 
field of knowledge and experience. 


Course of Events in 1956 


During the early months of 1956 the credit 
squeeze, which had been in operation in an 
intensified form since the middle of 1955, began 
to have a noticeable effect on the economy of the 
country. Bank advances and _ hire-purchase 
borrowing were falling, gold and dollar reserves 
rising, albeit slowly, and the intense demand for 
consumer goods showed some signs of slacken- 
ing. The policy of using the interest rate and 
restriction of bank credit to curb domestic ex- 
penditure and so to free goods for export was, 
within the limited field of the private sector of 
the economy, having its effect. Many months 
had elapsed since these policies were first 
adopted and perhaps the lesson to be learned 
from our experience of their working in a 
modern industrial state is that they take a great 
deal longer than is generally realized to achieve 
the ends for which they are designed. Large 
programmes of modernization and development 
had been arranged in most branches of industry 
—both public and private—before the squeeze 
began and this trend, so far from being checked, 
was accentuated during the course of 1955, with 
the result that the execution of these pro- 
grammes in the prevailing conditions has im- 
posed, and is likely for a considerable period to 
impose, an excessive strain on our productive 
resources. 

The banks have had many difficult problems 
to face and decisions to make in carrying out the 
task of reducing the volume of bank lending 
with the minimum of inconvenience and hard- 
ship to the public who are our customers. It 1s 
worth noting that, despite the inflation which 
has occurred, the advances of the clearing banks 
are less today than they were five years ago. We 
shall welcome the day when the restriction of 
bank lending as an economic weapon is no longer 
necessary. 

The close consultation which is maintained 
between the Bank of England and the banking 
industry is of the utmost value in conditions 
such as we are experiencing at this time. 

Mr. Macmillan introduced a Budget last 
April among the main features of which was a 
total expenditure ‘‘ above’’ and “ below the 
line’ of £5,766 million, of which £1,499 million 
was in respect of defence. The “ above the 
line ’’ estimates showed a prospective surplus of 
£460 million. The prospective deficit “‘ below 
the line’? was £453 million without taking 
account of the needs of the nationalized in- 
dustries, estimated at £350 million. The 
decision to finance these needs from the Ex- 
chequer resulted in an overall prospective 
deficit of £343 million, but there would have 
been a small surplus if the financing of the 
nationalized industries had been excluded. This 
compares with a realized deficit of £141 million 
for 1955/56; £68 million for 1954/55 and an 
average of £220 million in the past five years, 
exclusive of the financing of the nationalized 
industries (other than the Coal Board—which 
has always been financed in this way). Thus, 
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the estimates this year show a welcome move 
towards an overall balance in the national 
accounts. 

The statement made by Mr. Macmillan, as 
Chancellor, that the deficit ‘‘ below the line” 
will be substantially lower than originally antici- 
pated and that the overall outturn of the Budget 
will be better, and not worse, than he had fore- 
cast is all the more encouraging. The danger of 
inflation, which has been such a menace to our 
economic life since the war, cannot be exorcised 
until such an overall balance is achieved and 
regularly maintained. The effort to cut expendi- 
ture by £100 million, though modest when set 
against the background of the total of Govern- 
ment expenditure, is welcome. It is to be hoped 
that, despite the cost of the military operations 
in the Middle East, this policy of retrenchment 
will continue. Far greater economies in Govern- 
ment expenditure of all kinds are urgently 
necessary and the overall balance of the Budget 
should be achieved by such economies rather 
than by increasing the present excessive burden 
of taxation. 

In his Budget speech last April Mr. Macmillan 
laid emphasis on savings. ‘The need for this 
movement has never been greater than it is at 
present. It is satisfactory to see that savings are 
increasing. 


Unjustified Fears of Sterling Devaluation 


Any survey of events during 1956 must be 
dominated by the Suez crisis and the strains 
upon the economy of Europe to which it has 
given rise. At this time many of these effects 
have probably not made themselves felt to their 
full extent. Clearly, sterling has been under 
exceptional pressure during November and 
December, as the movements in the gold and 
dollar reserves show. But the measures taken 
to increase our available reserves and especially 
the credits arranged with the International 
Monetary Fund are reassuring. ‘Taken with 
Mr. Macmillan’s statement that over the year 
Ist July, 1956, to 30th June, 1957, our external 
current trading account will be roughly in 
balance, it is clear that fears of a devaluation 
of sterling have no justification. Her Majesty’s 
Government have emphasized that they will 
take all necessary steps to maintain the exchange 
value of the pound, and it is salutary that their 
determined policy in this vital matter has the 
support of all parties. 

Any forecast of economic conditions in 1957 
would be a rash venture at this time. Our 
economy is so intimately bound up with oil that 
any doubt about the supply of oil must dominate 
consideration of our trading prospects. One 
thing, however, seems clear. We must keep 
consumer demand at home in check and con- 
centrate on production for export, and we must 
do our utmost to prevent an increase in the costs 
of production which will price us out of the 
export markets. Only by earning a substantial 
balance of export proceeds over import costs 
can we hope to rebuild the gold and dollar 
reserves we have lost and to make these reserves 
adequate in relation to the liabilities of this 
country as the banker to the sterling area. It 
should be borne in mind that half of the world’s 
trade is still conducted in sterling. 


as 








_— 


OO OR TO OEE —>—— 





MIDLAND BANK LIMITED 


Vulnerable Post-war Economy of United Kingdom 


Prerequisites of Modern Planning 


Lord Harlech on Hazards Confronting Management 


HE One Hundred and ‘Twenty-first 
T Annual General Meeting of Midland 

Bank Limited will be held on February 15 
at the Head Office, Poultry, London, E.C. 


The following are extracts from the State- 
ment by the Chairman, THE Rt. Hon. Lorp 
Harvecu, K.G., P.C., G.C.M.G., on the report 
of the directors and balance sheet for the year 
to December 31, 1956:— 


In terms of business conditions in general, 
1956 could scarcely be reported upon as a year 
of expansion, and this remark holds true of 
banking. Our own balance sheet for Decem- 
ber 31 last shows a slight increase, in both 
deposits and advances, over the figures for a 
vear earlier. On the other hand, the average 
of our deposits over the year has been very 
slightly below the level of 1955. Advances too, 
on the average, have been appreciably lower, 
the continued, widely spread _ contraction, 
coupled with reduced calls upon the banks for 
loans to nationalized undertakings, having been 
only partly offset by increased accommodation 
to essential industries, particularly engineering. 


This movement, along with the reduction in 
investments, has been reflected in the larger 
volume of Treasury bills carried in our port- 
folio, and as a consequence our liquidity ratio 
has been lifted on to a higher level—well above 





35 per cent. on the average for the year as 
Having 
» the state of the market and the general 
we decided that this higher degree of 
was prudent and justified. 


against less than 32 per cent. in 1955. 
regard t 
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gard to investments, well over 60 per cent. of 
our holding is due finally to mature, in suc- 
cessive blocks, within periods ranging from less 
than one to less than five years, and the rest 
within less than ten. ‘The nominal depreciation 
on our holding, which for reasons explained in 
past Statements is shown in a note on the 
balance sheet, was proportionately a little less 
on December 31 last than a year earlier. 


Although in respect of total resources 1956 
was not an expansive year—although, further, 
there was a slowing-down of the growth of 
turnover on current accounts—banking profits 
tended to increase. ‘The direct effect on earn- 
ings of the decline in the average level of 
advances and in the investment holding would 
in any event have been largely offset by the fact 
that, in the structure of rates ruling over the 
past two years, the yields on short-term liquid 
assets have risen relatively to those on other 
assets. In addition, however, the whole range 
of rates was lifted on to a higher plane by the 
1 per cerit. rise in Bank rate early last year. 


Our larger trading revenue was partly ab- 
sorbed by higher salaries and other running 
costs. Nevertheless, the net profit for 1956 
after tax showed an increase of about 9 per 
cent. on the figure for the preceding year. 
Unfortunately, it cannot be said that stability 
of running costs has yet been established; the 
trend is still upward. Further, 1956 may prove 
to have been a year of exceptionally high 
interest rates, while the business outlook its not, 
on the whole, so reassuring as to support an 














assumption that recent banking experience as 
regards bad and doubtful debts will be extended 
indefinitely. Accordingly, your Directors are 
of the opinion that the additional profit of the 
past year should be applied wholly to streng- 
thening the position of the Bank, and recom- 
mend that the dividend be continued at the 
same rate as a year ago. 


Economic Disturbances 


Turning to matters of wider concern, as 
already indicated, no one could describe 1956 
as ‘“‘a good year’’. ‘The course of events in 
the first half was moderately gratifying, and 
there were signs that the national economy was 
moving in the right direction. The second 
half was marked by a sharp check to the advance 
towards a firm equilibrium. Once again the 
authorities had to resort to extreme measures 
to cope with an emergency that threatened to 
overstrain inadequate resources. Altogether, a 
year in which interest rates were lifted on to a 
still higher level, tax burdens further increased, 
a scheme of Government prize bonds intro- 
duced as an incentive to saving, capital invest- 
ment restricted and hire-purchase controls 
widened and stiffened, petrol rationing reintro- 
duced, arrangements made for fresh borrowing 
abroad, and a waiver of interest sought on 
Government debts in the United States and 
Canada—such a year could not be regarded 
otherwise than as revealing once again the 
narrowness of the margin of resources upon 
which the United Kingdom economy has been 
working ever since the end of the war. 


With the statistics so far available it is 
impossible at this stage to draw up a national 
revenue account or balance sheet for a period 
of so much disturbance. Indeed, there is 
some ground for the argument that the publi- 
cation of incomplete current figures may in 
some circumstances do more harm than good, 
as wher : heavv decline in the gold and dollar 
reserves 1s recorded without enough accom- 
panying evidence to show whether it results 
from over-spending or from a strengthening of 
the capital position by the reduction of external 
liabilities. This at least is certain, however, in 
the light of experience in 1956 as in 1951, 1949 
and 1947: that Great Britain, in its exceptional 
position as a great trading nation and financial 
centre, has insufficient liquid resources and 
economic resilience to absorb, unshaken, the 
shock of such unforeseen events as occurred in 
the latter part of last year. ‘The margin for 
swift response to the challenge of violently 
changing circumstance is too narrow for safety. 
The story underlines also the magnitude and 
complexity of the problems of planning and 
management to which we have to adjust our- 
selves in modern conditions. 


Problems of Planning 


If we set aside for the moment the risks of 
international conflict and the consequences of 
the oil shortage, it is possible to distinguish 
two contrasting attitudes towards the business 
situation in this country. Some people will 
ask, as thev have been asking themselves again 
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and again over a period of years: How long can 
things go on as they are; can the post-war high 
level of business activity and employment be 
maintained indefinitely ? Others will ask: 
Why should we ever have another slump; 
what reason is there to fear that anything like 
the long depression of the ’thirties will ever be 
repeated ? For the more sceptical observers, 
recurrently acute weakness of the balance of 
international payments, inadequate monetary 
reserves and the implications of a debtor 
position on international capital account all] 
suggest that a day of reckoning may be near. 
For the more confident on the other hand, the 
development of governmental responsibility in 
economic affairs, together with improved 
knowledge and deeper understanding, removes 
the ground that may have existed for fearing 
serious under-employment of labour and capital 
resources and holds out the prospect that full 
employment can be maintained without further 
depreciation of the currency. 


In practice the course of business is set by a 
multiplicity of decisions by individuals, whether 
in business or administration. It can be of 
cardinal importance, for example, that many 
businesses have made up their minds to increase 
or diminish their stocks of raw materials or 
finished goods and are taking steps to do so, or 
that public authorities and business under- 
takings are enlarging and speeding up their 
capital extensions or have decided to modify 
their long-term development plans. It is, then, 
in the shaping and carrying through of plans by 
public authorities and private businesses that we 
find the crucial element in the determination of 
the ups and downs of economic activity. 


ee 


It seems often to be assumed that “ plan- 
ning’’ is the simple answer to the problem of 
economic instability, whereas in practice the 
timing and balancing of plans, in such a way 
as to ward off or allow for economic fluctuations, 
is a most delicate and difficult operation. This 
is true for both government and business, even 
though government, besides full authority over 
its own plans, has extensive powers to influence 
those of other public bodies and of private 
business. These powers the Government of 
our own country has repeatedly called into use 
in recent years—with not altogether happy 
results. 


A pre-requisite of successful economic policy 
is full knowledge of the facts, obtained in time 
to prompt any corrective action that may be 
found necessary. In this respect remarkable 
progress has been made, and the Government 
is now better equipped for its new responsi- 
bilities than it ever was. It has, for example, 
more comprehensive estimates of consumers’ 
expenditure and various other elements in the 
composition and disposal of the national in- 
come; improved measurements of industrial 
production; data concerning actual and pros- 
pective capital outlay; and more reliable and 
detailed figures about the balance of payments. 
Indeed, one expert (Prof. R. G. D. Allen, 
Economica, November, 1956) has given it lately 
as his judgment that ‘ British economic 
statistics are now amongst the best in the 


world’’, though we lag behind the United 
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States in the frequency and promptitude of 
their appearance. Recently, moreover, steps 
have been taken to fill remaining gaps in current 
statistics and to reduce delay in detecting 
significant movements. Quite apart from the 
value of such material as a guide to policy, 
publication thereof helps to shape opinion and 
influence business decisions and to spread 
understanding of what the authorities are trying 
to do, and why. 


Great difficulties remain, however, even when 
adequate statistics are forthcoming. One weak- 
ness lies in a tendency to presume that statistics 
are the only valid kind of information for 
economic planning. In fact, non-statistical 
information, particularly the day-to-day know- 
ledge and impressions of people close to the 
fields of operation, may sometimes be of 
greater practical help than the bare statistics in 
detecting a turning-point in the course of 
affairs. A government authority concerned in 
such matters should take steps to ensure con- 
stant sensitiveness to the “ feel’’ of things, 
especially as to the development of business 
plans concerning capital expenditure and 
stocks, the prospective course of prices, sales, 
orders on hand and so on. 


It is important, too, that the authorities 
should be fully aware of changes that may be 
taking place in the structure and processes of 
business—changes that may be important in 
relation to the working out of an effective 
monetary policy. No one, for instance, can 
follow the fluctuations in the total volume of 
credit provided outside the banking system, by 
manufacturers, traders, hire-purchase finance 
companies and other bodies whose operations 
have become more significant in recent times 
and may under some conditions move contrary 
to policy applied through the banking system. 
Again, little information is available, at least 
until long after the event, about fluctuations in 
the flow of long-term finance from various 
sources. No one will deny the importance of 
the switching of local authorities’ borrowings 
from the Public Works Loan Board to semi- 
public bodies like savings banks, the new 
issues market and other channels of private 
capital, yet no one knows the changing propor- 
tions of resort to these various sources of funds. 
We have no information, even belated, such as 
is readily available in the United States, about 
the disposition of Government debt among 
various classes of holder. ‘The regular Ex- 
chequer returns are in many ways obscure, 
particularly as a guide to the actual cash out- 
turn of Exchequer operations—an important 
element in monetary affairs. All these, and 
others that might be cited, are matters which 
bear upon and reflect the actual course of 
monetary conditions. Yet those who are re- 
sponsible for shaping and carrying out monetary 
policy have to operate with very imperfect 
knowledge of what is happening. 


Even when all is known, or can readily be 
discovered, there remains the need for judg- 


ment, and human judgment, well-trained and 
well-informed though it may be, is always 
fallible in both diagnosis and treatment. It is 
likely, however, to be more right than wrong 
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if fully equipped with up-to-date balanced 
information about the direction and force of 
key factors in the current situation. Without 
balance, the availability of data about some 
aspects of a changing situation may attract too 
much attention to arithmetical tests of success 
or failure in monetary policy. In recent times, 
for instance, there has been a tendency to 
regard any reduction of bank advances, or any 
contraction of bank deposits, as something 
desirable in itself or as proof of some- 
thing having happened that is helpful to the 
re-establishment of a healthier condition in the 
national economy. In some _ circumstances, 
however, if the facts were examined, a diminu- 
tion of either deposits or advances might 
represent little or no curtailment of the liquid 
resources being used in current business and 
little or no diminution of the flow of public 
and private spending. ‘This would be so, for 
example, if money which had long been standing 
on a deposit account at a bank were placed in 
Treasury bills, or if money previously held by 
a private individual with a bank were deposited 
with a hire-purchase finance company and 
applied by it to reducing its bank overdraft. 
Both of these processes have occurred within 
the past two years under the influence of high 
interest rates and the credit squeeze. 


The conclusion to which all this leads is that 
‘ planning ’’ by central authorities to keep the 
national economy on an even keel, while 
moving in an expansive direction, is a most 
difficult task. Success in such a task ought not 
to be lightly presumed. It calls for the use of 
a wide variety of instruments, for provision of 
the fullest and most up-to- date information, 
and for objective comment by those who, w hile 
not directly responsible for policy, can contri- 
bute much to the attainment of its aims. 


Hazards of Private Business 


While recognizing all these requirements, 
there is much to support the view that the 
world-wide extension of official responsibility 
for shaping the course of economic affairs has 
reduced the probability, if it has not ruled out 
the possibility, of a repetition of prolonged 
depression such as occurred in the ‘thirties. 
For some purposes it has been argued that this 
development has correspondingly reduced the 
risks of private business, which has thus come 
to reap uncovenanted benefit accruing to the 
owners of the equity of business undertakings, 
whether they be company shareholders or 
partners or individual traders. We may well 
ask, therefore, whether official ‘‘ management ’ 
of the national economy as a whole has made 
any easier the task of “‘ planning’’ in private 
business. It is true that business undertakings 
can plan ahead with greater assurance if fears 
of general and prolonged depression can be set 
aside as out-dated. It is equally true, on the 
other hand, that major risks and uncertainties 
remain, and that these, moreover, are added to 
by the very fact and forms of official *‘ inter- 
vention ’ 


A high level of business activity in general 
does not afford a guarantee that any particular 
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The Bank’s balance sheet for December 31 last shows 
on one side nearly £1,475 millions of deposits, representing part 
of the circulating money used for the country’s daily business. 
On the other side appears £398 millions of advances, covering 
the needs of manufacturers, farmers, traders, professional and 


private persons for their essential purposes. 
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branch of industry and trade, or any particular 
business undertaking, will be maintained in full 
prosperity. Many familiar, well-recognized 
risks remain—changes in demand, fluctuations 
in prices of raw materials, international dis- 
turbances and so on. Moreover. the main- 
tenance of steadiness in the economy as a 
whole, for which governments have responsi- 
bility, calls for measures which themselves may 
prove bighiy disturbing to particular industries 
or undertakings. ‘The experience of the motor 
industry during the past year or so provides an 
illustration of this fact. ‘What business nowa- 
days has to face, over and above the older types 
of risk, is the chance of changes in official 
regulations affecting, for example, new capital 
issues or the terms of hire-purchase transactions, 
and of variations in taxes, such as changes in 
rates of purchase tax or profits tax and in 
depreciation allowances, imposed for reasons 
of economic policy. 


The new uncertainties of business can be 
illustrated by giving a few examples of this 
kind of experience, taken from among many 
that might be cited by customers of this Bank. 
The various forms of restriction imposed, 
particularly from about the middle of 1955, fell 
with all the greater severity on many businesses 
because of the optimism generated by an ex- 
pansionist budget following the lifting or 
relaxation of controls. 


Many of our customers, in both manufacture 
and distribution, have been affected with more 
or less severity by the successive steps taken in 
the field of hire-purchase control. Typical 
among them was the experience of an under- 
taking which, following the removal of those 
controls in 1954, had expanded its productive 
capacity, introduced new models and built up 
its stocks of materials and components corre- 
spondingly, to find itself suddenly confronted 
with all the problems arising from a sharp con- 
traction of demand for its products. In cir- 
cumstances like these some firms managed to 
switch to other activities, such as sub-contract- 
ing on defence orders, only at the cost of 
expensive reorganization. Some had to resort 
to price reductions and rapid realization of 
stocks before settling down on a lower level of 
activity than had been foreseen. Some found 
themselves forced to part with specially trained 
employees, whether by laying them off or 
hastening retirement, and will have to face 
higher costs with new employees when con- 
ditions call for re-expansion. Here and there 
the benefits of shift-working had to be for- 
gone, and even a short working week introduced. 
All these were necessities which not even the 
most enlightened management could be blamed 
for failing to foresee. 


In many undertakings the impact of hire- 
purchase restrictions has been added to by the 
raising of rates of purchase tax. One, for 


example, had to report to its shareholders three 
distinct blows: first the restriction by national- 
ized industries, at the Government’s request, 
of their activities in promoting sales of domestic 
heating and cooking appliances; secondly, the 
reimposition and. stiffening of hire-purchase 





the increase in rates of 
purchase tax and extension of its range to bring 


controls; and thirdly, 
in articles previously tax-free. In some retail 
establishments the higher tax rates have forced 
a reduction of stocks, and of the range of 
choice offered, because of the amount of money 
that is locked up in the financing of the actual 
tax payments. ‘This added burden fell with 
particular severity upon companies which, by 
the seasonal nature of their business, were 
heavily committed, at the time of the tax-rate 
increase, to taking delivery of quantities of 
goods which they had contracted to sell at 
prices already fixed. 


The secondary effects of these measures, 
again, are noticeable over a wide range. Thus, 
for example, a company making insulating 
materials has had to cut down its staff in conse- 
quence of reduced orders following hire- 
purchase restrictions on sales of domestic 
appliances, while specialized textile manufac- 
turers have had to curtail their operations and 
run down stocks because of the incidence of 
these restrictions on the furnishing trades. 
Some branches of the timber trade, which 
ordinarily works on the planning of purchases 
for up to a year ahead, have similarly suffered 
the secondary effects of the contraction of retail 
trade in ‘*‘ consumers’ durables ’’. 

Variations in the enforcement of capital 
issues control have been another source of dis- 
turbance of business plans—and this quite 
apart from voluntary response to official appeals 
to hold back capital expenditure that is not 
urgently required on current tests of national 
necessity. Many examples could be given of 
prospects of business expansion having to be 
set aside because of unforeseen inability to 
raise the required financial resources. In one 
case the indefinite postponement of arrange- 
ments for new finance, enforced by the increased 
severity of the control, is reported to have 
entailed cutting down the range of stock carried 
and a consequent loss of sales. Financial 
stringency has been intensified also by the 
reinstatement of the “ initial allowance’’ in 
place of the short-lived ‘“‘ investment allow- 
ance ’’ in computing the tax liability on profits, 


To cite these examples is not to debate the 
necessity of the use of such instruments of 
national economic policy as have been men- 
tioned, nor to discuss the wisdom or unwisdom 
with which they have been applied. The 
purpose is simply to show that their operation 
gives rise to a set of uncertainties which was 
unknown to business men on any wide scale 
down to 1939. It follows that the hazards 
confronting those responsible for managing a 
business may be just as great as ever they were. 
Business is still a venture; and a national policy 
of ‘‘ full employment’”’ does not remove the 
element of risk from the conduct of business 
undertakings large or small. 


** Communication ”’ within the 
Midland Bank 


We are constantly alive to the possibilities of 
improving our system, on both the human and 








the mechanical sides, just as we are actively 
exploring the applicability to banking of new 
scientific developments, for example in the 
field of electronics. 


Efficient communication is of crucial im- 
portance for an undertaking whose management 
and staff are scattered widely and unevenly 
over the country in a head office organization 
and well over two thousand branches and sub- 
branches, each conducting business with the 
public, receiving and carrying out customers’ 
instructions and making arrangements to meet 
their individual needs. In such an under- 
taking, integration would be unattainable with- 
out constant exchange of information and 
guidance. 


The description that follows relates solely to 
the Midland Bank itself. Our affiliated com- 
panies—the Belfast Banking Company in 
Northern Ireland, the Clydesdale and North of 
Scotland Bank mainly in Scotland, and the 
Midland Bank Executor and Trustee Company, 
whose records again bear ample testimony to 
their sustained good service—have their own 
arrangements within their own fields’ of 
operation. 


As a matter of pure mechanics, the fact that 
customers of the Bank are operating on a vast 
number of accounts at over two thousand 
branch offices entails an elaborate network of 
inter-branch arrangements. Cash and clearing 
processes involve the work of a large proportion 
of the staff and of numerous machines and 
other pieces of equipment—the major concern 
of a special Machines Department and of 
accounting sections at head office and branches. 
This great bulk of transactions is_ carried 
through by voluminous recording operations. 
At our head office alone over 400 people are 
engaged in the clearing departments, with the 
aid of adding machines and photographic and 
other equipment. 


Benefits from Direct Contact 


In this Bank we speak of “‘ head cffice’’ in 
the singular, since there are no district head 
offices to stand in the way of direct contact 
between the centre and the circumference. 
When a branch manager needs advice or 
requires a prompt decision on any particular 
proposition, he is able to make an immediate 
approach to head office, including any of the 
specialized departments maintained there for 
his assistance. 


The entire operations of the Bank are con- 
trolled by the Management Committee at head 
office, which meets every morning and works 
on the principle of full corporate responsibility 
though each joint general manager is especially 
concerned with affairs in a particular geo- 
graphical division. It is essential to the work 


of the Committee that it should be fed con- 
stantly with information about the operations 
of branches and from officials engaged in 
specialized fields such as the Bank’s day-to-day 
transactions with the money market and its 
foreign exchange activities. 


On the other hand 
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it is the duty of the Committee to issue clear 
instructions to officials operating at head office 
and to the branches throughout the country. 
The branches must be informed, too, of grinding 
principles, modifications of policy and mechani- 
cal arrangements for carrying on the businsgg 
of the Bank. 


From head office go out each day 1,600 
letters to full branches and fifty or more large 
canvas sacks containing cheques, other book. 
keeping vouchers, instructions and _ corre. 
spondence. A similar movement takes place 
from branches to head office. The outlay on 
postage by the Bank as a whole now exceeds 
£300,000 a year. 


Major Reliance on Telephonic System 


In banking business, however, innumerable 
occasions arise in which mail services are 
inadequate, most commonly for reasons of 
time. ‘Telegraph and cable services are widely 
used, especially for prompt communication 
with agents and correspondents abroad—a 
sector of external communications which is of 
special importance to this Bank, with its ex- 
ceptionally large volume of overseas business, 
Within the organization, however, major re- 
liance is placed upon the telephone system. 
The Bank’s expenditure on telephone services 
and the like amounts to well over £120,000 
a year. 


All these arrangements relate to the actual 
transactions of the Bank; but something more 
is required if full and harmonious co-operation 
is to be maintained. ‘There must be the more 
personal pooling of information and ideas that 
counts for so much in the working of a large 
and scattered organization, involving a staff of 
roughly 17,700 men and women in groups 
ranging from nearly a thousand at our Overseas 
Branch in the City of London to a “ three- 
man ’’ branch in a small country town. The 
head office organization, housed in one building 
and grouped around the Management Com- 
mittee, is designed to secure full integration of 
policy and practice, and it is a vital part of the 
responsibility of a general manager and _ his 
assistants, not only to consult with head office 
colleagues, but also to maintain contact with 
branch managers within his division and to be 
accessible to them as occasion may demand. 
On the other hand, the comments and recom- 
mendations of the man on the spot, whether 
upon particular questions or upon general 
business conditions in his locality, are indis- 
pensable to informed decisions at head office. 
It is one of the tasks of a special department 
at head office, for instance, to sift and collect, 
for the use of general managers, reports regu- 
larly sent in by a wide range of branches on 
local business conditions. In addition, general 
managers and their assistants take all possible 
opportunities of visiting branches within the 
areas of their particular responsibilities. 


The same kind of result is achieved, both at 
managerial and staff levels, by courses provided 
at our residential college at Oxted and at the 
training branches. 
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MARTINS BANK LIMITED 





Statement by the Chairman, Sir A. Harold Bibby, D.S.O., D.L. 





A Just Settlement of Suez Needed 





Bank’s Progression 


General Meeting of members of Martins 

Bank Limited will be held at Head Office, 
Liverpool, on February 6th. In his statement 
circulated to members, the Chairman, Sir A. 
Harold Bibby, D.S.O., D.L., writes :— 


[ce one hundred and twenty-sixth Annual 


The net profit for the year ended 31st Decem- 
ber, 1956, is £944,780 which compares with 
£930,616 in 1955. In the light of the con- 
ditions ruling during the year the Board con- 
sider this satisfactory. 


A final dividend of 82%, less income tax, is 
recommended which with the interim dividend 
of 83% makes 17$%, less income tax, for the 
vear being the same as for the previous year. 


After providing for the dividend, appropria- 
tions from published profits of £300,000 have 
been made to Reserve for contingencies and 
£200,000 to Premises Redemption. 


Total assets as shown in the comparative 
balance sheet are [359,044,484 against 
£342,791,010 a year ago. Customers’ funds 
and other accounts are £324,455,334 against 
£310,299,379. 


We have again deemed it wise to continue to 
maintain a high degree of liquidity, our total 
liquid resources being £136,866,747 (1955— 
£123,557,280) and the ratio of these resources 
to our deposits is 42.11% compared with 
39.76%. It will be observed that the Bank’s 
investments stand at £88,507,564 as compared 
with {84,600,018 a year ago and continue to 
be valued at or under market prices. All 
British Government’ securities have fixed 
maturity dates and the majority mature within 
seven years. 


Our advances at £85,981,432 are reduced by 
{2,857,503 compared with a year ago. This 
is not altogether attributable to the credit 
squeeze but has a certain element of natural 
repayment of debt which has not been replaced 
by other borrowings of a like kind. The 
placing of long-term finance by commercial 
undertakings who were temporarily borrowing 
on overdraft has also played a substantial part 
in the reduction. 
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The Directorate 


I have to record with deep regret the sudden 
and untimely death of Sir John F. R. Reynolds, 
Bart., M.B.E., in August last. He was elected 
to the General Board in 1937 and had rendered 
great service to the Bank. By his death we 
have been deprived of a colleague whose quite 
exceptional qualities were recognised not only 
in Liverpool but over a wide area. 

I also regret that Mr. Wilfred Turner, 0.B.£., 
a member of our Leeds Board since 1927 who 
retired at the end of September in view of 
declining health, has since died. We deplore 
the loss of a valued colleague with his special 
knowledge of local affairs. 


During the year, Mr. D. I. Crawford, c.B., 
D.S.O., T.D., D.L., and Sir John N. Nicholson, 
Bart., C.1.E., joined the General Board. ‘Their 
wide knowledge and experience of business 
affairs generally will be an added source of 
strength. Both these appointments will require 
confirmation at the Annual .General Meeting. 
We have also been pleased to enlist the valued 
collaboration of Mr. J. H. Keswick, c.M.c., 
whom we have welcomed to our deliberations 
on the London Board. 


Mr. ‘T. H. Naylor, on assuming the Chair- 
manships of the Royal Insurance Company 
Limited and of The Liverpool & London & 
Globe Insurance Company Limited, has felt 
compelled not to seek re-election as Deputy 
Chairman of this Bank, a position he has held 
with distinction since 1951. ‘The Board wish 
to place on record their appreciation of his 
services and their pleasure that he will con- 
tinue as a director. I owe him my sincere 
thanks for all the help he has given me during 
his deputy chairmanship. 

There have been several changes of note 
among the more senior officers of the Bank. 
Mr. W. H. T. Laidlaw, who has had consider- 
able experience on the administrative side, 
having held the position of Chief Accountant 
of the Bank over twelve years, has been 
appointed Assistant General Manager (Ad- 
ministration). His successor as Chief Account- 
ant is Mr. T. I. Bond. Mr. T. A. Samuel, our 
Leeds District General Manager, has retired 














after a distinguished banking career. of forty-six 
years. Mr. J. Servant, Assistant District 
Manager, who has for many years been con- 
cerned in our affairs particularly in that area, 
has been appointed to succeed Mr. Samuel. 
In July last, Mr. W. S. Roberts, LL.M., who 
has been our ‘Trustee Manager for the past ten 

years, retired and we record our appreciation 
of his most valuable service to the Bank ex- 
tending over forty-four years. He has been suc- 
ceeded as Trustee Manager by Mr. H. C. 5S. 
Whalley, A.c.A., hitherto ‘Trustee Sub-Manager. 


Capital Structure and Reserves 


The Bank’s progression reveals a satisfactory 
picture and perhaps if, instead of looking just 
at the past year, we look at the past ten years 
we shall get our view in better perspective. 

In the past ten years £1,989,958 have been 
added to our published reserves and these now 
stand at £6,150,000 or £1,834,904 in excess of 
our paid-up capital. 

Several times in recent years your Board has 
discussed the desirability of eliminating the 
callable and reserve liability on the partly paid 
shares. Once again this is under consideration 
and if a scheme proves feasible it will be 
submitted for your approval at the earliest 
possible moment. 


Our deposits have expanded more than three 
times since 1938 and since the end of the war 
we have opened sixty-two new branches afford- 
ing extra facilities to our customers, old and 
new, and added promotion to our staff. In 
addition, many of our older branches have been 
modernised and _ re-equipped. Overall, the 
number of our customers has increased by 
16% in these last ten years. 


The other side of the picture is not so 
encouraging. Over these years expenses have 
mounted in an alarming manner and the profit 
margin has fallen. For instance, each debit 
item now costs the Bank nearly double com- 
pared with ten years ago. 

We are doing our utmost to employ the most 
economical methods and, in conjunction with 
other banks, giving the closest study to elec- 
tronics and every possible mechanical aid in the 
hope that increases in bank charges can be 
avoided. 

We are proud of our staff. It is their service, 
efficiency and courtesy on which the goodwill 
of the Bank ultimately depends and we grate- 
fully acknowledge our thanks to them. 


In the ten years our male staff has increased 
by 29% and our female staff by 50%, the 
latter figure being due mainly to increased 
mechanisation in the medium and_ larger 
branches. ‘The increase in our total staff is 
35% and in the same period the volume of our 
routine work has increased by over 50%. 
Although chiefly engaged on routine work our 
female staff are also encouraged to take higher 
responsibility so that they may fill posts for 
which they are suited. 


Our Trustee and Overseas Branches show 
the same trend of continuing expansion. 


agriculture 


Our association with grows 


single handicap. 
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steadily and this has been assisted by the 
opening of new branches in the farming areas, 


The Economic Scene 


Turning from domestic to national affairs 
during the first seven months of this year al] 
seemed to be going according to the national] 
plan. 


The Government of the day, through varying 
controls and pressures, can and does canalise 
and direct the main stream of the country’s 
economy. 

The dearer money policy and the credit 
squeeze were slowly and surely having effect. 

The balance of payments position had 
definitely improved, an annual deficit of £100 
millions for the whole of 1955 was converted 
into a similar surplus in the first half of 1956, 

The pace of inflation had been checked 
though not halted and the price of consumer 
goods rose by only 2% during the first half of 
this year. 

The value of our exports had increased 
overall: the floating debt had fallen 
So much for the credit side. 

look at the debit side. 

In spite of a huge expenditure on new works 
and new modern machinery, there has been 
little or no rise in productivity as related to 
man hours and a positive decline as related to 
cost in terms of wages. 

Coal production has not responded as ex- 
pected to the vast expenditure on mechanical 
equipment. 


Now let us 


The sum of this means that our exports cost 
more and this at a time when we are meeting 
keener competition from other manufacturing 
countries. 


In addition to high production costs, we 
have to carry a higher taxation load than any 
of our competitors, which further weights the 
scales against us. 

This high level of taxation is our greatest 
Not only has its own weight 
to be earned by productive industry but it is in 
itself a direct discouragement to greater efforts 
in that it almost kills all incentive. It en- 
courages extravagance in maintenance on plant, 
be it buildings, machinery or ships, which are 
obsolete and should be scrapped but cannot be 
because maintenance is a charge against un- 
taxed income whereas a new asset has to be 
paid for out of taxed income. 


Incentives Needed for National Savings 


Profits and ploughed back profits are essential 
if industry is to exist, let alone expand. 


These undistributed profits are industry's 
savings and are as essential as personal savings, 
individual or collective, in providing the new 
risk capital which is vital if our economy is to 
expand and not contract. 


The National Savings Movement is doing 4 
most praiseworthy task in encouraging thrift 
and so moderating current spending power in 
the home market, but these very savings at 
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present are all converted into Government 
funds where there is no safeguard that they are 
not unproductively spent and thereby serve no 
positive purpose. 

There are two sorts of savings. Compulsory 
saving is forced on each of us by direct and 
indirect taxation and this is required for the 
national expenditure and the servicing of the 
National Debt. 

The voluntary savings are undistributed 
profits and personal savings, and these form the 
sources of funds for capital investment when 
subscribed to new commercial issues. 

However, those millions invested in National 
Savings schemes are denied to industry and 
merely add to the Treasury’s harvest. 

If these savings were specifically earmarked 
for the improvement of our roads they would 
materially add to the country’s productive 
efficiency. 

In normal times the man-hours wasted, the 
petrol consumed, the wear and tear to vehicles 
starting and stopping and the immobilisation 
of a large proportion of our motor fleet by 
traffic congestion on the roads, must add up to 
some gigantic figure during the year and make 
even the large sum required to provide new and 
better roads a sound and profitable proposition. 

Admittedly, many acres of good agricultural 
land would be required for arterial roads but 
this could be compensated for by restricting 
new building to the many vacant sites of little, 
if any, agricultural value within the urban 
areas and by demolishing old and wasteful 
properties and erecting modern multi-storied 
buildings in their ‘Place. 





If this and other incentives to definite objects 
were given to supporters of the National 
Savings schemes the response would surely 
increase. 


The whole tax structure requires a complete 
overhaul, free from its old inhibitions and 
framed to encourage and not discourage thrift, 
venture and reward, and is the most urgent 
necessity to which the Chancellor should give 
his immediate attention. 


Selling Abroad 


When many manufacturers could sell the 
bulk of their output in the home market for 
prompt cash, the incentive to sell abroad under 
fiercer competitive conditions was small. 


This is especially so when foreign customers 
demand deferred credit and the exporter has 
to comply with a host of clerical obstructions 
relating to licences, customs formalities and so 
forth. 


The whole emphasis should be to encourage 
manufacturers to sell abroad rather than at 
home and one of the most useful contributions 
to this object would be a drastic simplification 
and, when possible, abolition of the formalities 
at present inherent in carrying through the 
simplest shipment abroad. 


The era of easy, and often too easy, profits 
is rapidly passing and this should call for higher 
efficiency and determined effort. Many firms 
have courageously pegged their selling prices 
for many months ahead. Provided prices in 
other directions can be held in check, these 
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Capital paid up 
Reserve Funds 


Cash in hand and at Bank of England 


Money at call and at short notice ... 
Balances with banks abroad... 

Treasury Bills si 

Bills discounted 

Investments 
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STATEMENT OF ACCOUNTS, 3ist DECEMBER, 1956 


LIABILITIES 


Current, deposit and other accounts (including Profit and Loss Account) 
Acceptances and engagements on account of customers a he 


ASSETS 


Balances with, and cheques in course of collection. on, other banks in ‘the British Isles 


Martins Bank Executor and Trustee wieecieined (Channel Islands) Limited 


Liability of customers ‘for acceptances and engagements 


LONDON DISTRICT OFFICE: 68 LOMBARD STREET,E.C.3 
HEAD OFFICE: WATER STREET, LIVERPOOL, 2 


£4,315,096 
6,150,000 
324,979,508 
23,599,880 


£359,044,484 


£28 009,384 
18,591,505 
25,918,500 

381,023 
79,425,000 
3,513,863 
88 507,564 
85,981,432 
100,000 
641,728 
4,374,605 
23,599,880 


£359, 044, 484 

































firms should reap their reward not only in 
adding a spur to their own efficiency but also 
in making a major contribution in halting 
inflation. 

Restrictive practices whether exercised by 
the workmen or by the employers are suicidal 
to both. The worker who denies the most 
economic use of the latest machinery is, in the 
long run and not a very long run, certainly 
working himself out of the very job that he 
imagines he is thereby retaining. Equally, the 
employer who refuses to re-equip his works will 
soon find himself out of business being unable 
to compete with his more venturesome com- 
petitors. 

In a time of full and overfull employment, 
employers bidding against each other, in the 
belief that the additional cost can easily be 
passed on to their customers, is all too tempting 
as is the practice in times of temporary transi- 
tion of keeping men not fully employed or on 
short time when they could and should be fully 
employed elsewhere and making a contribution 
to the national effort. 

If we lived in a closed economy and were 
nationally self-sufficient all would be easy but, 
unfortunately, for our existence at all we have 
to buy food and raw materials from the world 
around us and that means that we have to sell 
our goods to others who are as keen buyers as 
ourselves and under no obligation or even 
interested in maintaining here a standard of 
living which we may think we deserve. 





Safeguards for Suez 


Since Colonel Nasser illegally seized the 
Suez Canal in July and the events which haye 
followed, the whole picture for the world, 
Western Europe and ourselves, in particular, 
has become completely blurred and will remain 
in a state of uncertainty for some considerable 
time. 


What is crystal clear is that the Suez Canal 
must be put back into full commission at the 
earliest moment, the existing plans for deepening 
and widening must be carried through in the 
next few years and real and effective safe- 
guards secured to ensure that it will be open 
and remain open to ships of all nations for all 
time without fear or favour. 

These safeguards will have to be something 
stronger than pious resolutions passed or vetoed 
at U.N.O. Past and present experience has 
shown how these are scoffed at and ignored, 
For the past five years Colonel Nasser has 
flouted all U.N.O. requests to allow passage for 
ships to or from Israel and the position of 
Hungary to-day does not warrant any faith 
that U.N.O. orders will be carried out. 

Let us pray that a sound and just basis of 
settlement will be reached to give the world a 
chance of better living where faith in inter- 
national good behaviour is justified, for if these 
things do not come about we, in this country 
as in others, will see unemployment and 
poverty in our midst. 
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the neglected, the erring. 
something. ‘That’s why I support The Salvation 
Army whose 
spiritual and physical needs in ways you and I 
cannot.”’ 
bequest ? 


“Tm 
no Good 
Samaritan but... 


I cannot turn my back upon the aged, 
I must do 
meets 


‘Religion with hands ’ 


Will you, in your turn, help by gift or 


Please send to 113 Queen Victoria Street, 


London, E.C.4. 


WHERE THERE’S NEED. . 


The Salvation Army 


THERE’S 
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An account of 
stewardship 


At the end of 1956 our Deposits amounted to 
£1,198 millions. Here are four of the chief 
ways in which we have employed these vast 
sums entrusted to our care :— 


Advanced to Trade, Industry, Agriculture and 
other borrowers : £337 millions 


Invested in British Government Securities, 


including Treasury Bills : £554 millions 
Loaned at Call or short notice to the Money 
Market : £76 millions 
Held as Cash : £94 millions 


LLOYDS BANK 


LIMITED 


LOMBARD STREET, LONDON E.C.3 









LLOYDS BANK LIMITED 








Continued Expansion of Business 





Effects of Credit Squeeze and Suez Crisis 





Sir Oliver Franks on the Outlook 





HE annual general meeting of Lloyds Bank 
Limited will be held on February 15 at 


71 Lombard Street, London, E.C. 


The following are extracts from the statement 
of the Chairman, The Rt. Hon. Sir Oliver 
Franks, G.C.M.G., K.C.B., C.B.E., circulated 


with the report and accounts for the year 


1956:— 


The profit for the year, at £2,541,793, is 
£219,354 higher than last year and we propose 
a dividend of 13 per cent. per annum, an 
increase of 1 per cent. compared with 1955. 
{ warned you last year that a further rise in 
operating costs must be expected; this in fact 
happened, with substantial increases both in 
staff costs and in all other items of expenditure. 
Our business in general continues to expand 
vear by year, as evidenced, for example, by 
the growth in the number of accounts. We are, 
therefore, vitally interested in the possibility of 
devising more economical methods of working. 
Two of our officials have recently visited the 
United States to investigate the progress made 
in that country in the field of electronic book- 
keeping; I am sure it is in that field that we 
must seek an answer to the problem of con- 
tinually rising costs, but a rapid start must not 
be expected. 


The Credit Squeeze 


Throughout the year, our lending operations 
have been governed by the principles of the 
so-called ‘‘ credit squeeze’’ initiated by the 
Chancellor’s appeal for credit restraint originally 
made in July, 1955, and reaffirmed, among other 
occasions, as recently as November last. In 
my last annual Statement, I showed that this 
particular method of restricting lending, while 
no doubt unavoidable as an emergency measure, 
was bound to have other and less desirable 
effects. We look forward to the day when the 
directives can safely be withdrawn. ‘This can 
only come about when the Treasury are able 
to effect a sufficient contraction in the amount 
of the floating debt to enable the authorities to 
keep a tight rein on the liquid assets of the 
banking system; and that was not the situation 
throughout the greater part of 1956. 


It may be that conditions are now becoming 
more favourable to the long-awaited funding of 
floating debt. Since October, the over-abun- 
dance of Treasury bills has been greatly reduced, 
a fact reflected in declining rates at successive 
Treasury bill tenders. The stage may not be 
too far off when liquidity ratios will resume 
their normal place as the major influence 
preventing any undue expansion of bank credit. 
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Meanwhile, we continue to give effect to 
the Chancellor’s wishes. In June, 1955, our 
normal advances to domestic customers, falling 
within the purview of the Chancellor’s direc- 
tives, amounted to £298.5 millions. By Decem- 
ber last, their total had been reduced to £278.4 
millions. ‘This contraction masks a substantial 
increase in our lendings to customers in a group 
of industries—engineering, iron and_ steel, 
shipping and chemicals, whose contribution to 
exports and to the strength of the economy in 
general has justified larger borrowings from 
the banking system. 





These figures relate only to part of our total 
business; they do not include advances to the 
nationalised industries, nor the lendings of our 
20 offices in India, Pakistan and Burma. They 
also exclude medium-term credits extended to 
overseas buyers to enable them to purchase 
capital equipment manufactured in this country. 

Such credits have been given to assist the 
export of capital equipment for such projects 
as power stations, railways, steel works and 
hydro-electric schemes overseas, and in some 
cases this has enabled British manufacturers to 
secure valuable contracts that would otherwise 
have gone elsewhere. Among the more impor- 
tant transactions of the kind have been medium- 
term credits to finance the export of large 
numbers of civilian jet airliners to dollar 
markets. 


b 


The “ credit squeeze ’’ is, of course, only one 
strand in a far wider programme of disin- 
flationary measures. Prior to the crisis in the 
Middle East, these seemed steadily to be 
achieving their aim. Indeed, in one most 
important respect they had already brought 
satisfactory results, namely in swinging our 
balance of payments back from a deficit of £107 
millions in the second half of 1955 to a surplus 
of £144 millions in the first half of 1956. 

This movement is one more _ convincing 
demonstration of the truth that our recurring 
overseas crises since the war had their origin 
in an excess of demand at home. The favour- 
able turn in the balance of payments could not 
have come about but for the disinflationary 
measures. Both in social and economic terms, 
the cost of this strengthening of our external 
position has been slight indeed. 

One of the most encouraging results of the 
disinflationary measures has been the indication 
of a substantial increase in personal savings, 
a revival most strikingly manifest in the recent 
figures of the National Savings Movement. 
Nothing could be more welcome. There have 
been other signs of progress. 


Yet it cannot be taken for granted that, even 
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in the absence of the Middle East crisis, this 
progress would have been maintained and the 
aim of monetary balance have been fully 
achieved. Some tendencies have been pulling 
in the opposite direction. In particular, the 
weak financial position of the nationalised 
industries has remained an_ unsatisfactory 
feature of the situation. It appears that in 1955 
more than £300 millions was needed to main- 
tain intact the capital used in these industries, 
vet the combined surpluses of the public 
corporations themselves covered barely half of 
this. ‘The remaining half, together with the 
whole of the funds needed for new investment, 
had to be raised by borrowing—to the tune of 
more than £400 millions—savings generated in 
other sectors of the economy. It seems clear 
that, in relation to their costs, the nationalised 
industries as a group have been fixing un- 
economically low prices for their products. 


Price Restraint Hazardous 


We are all familiar, of course, with the argu- 
ment advanced in favour of price restraint; it 
is the fear that any advance in price, however 
justified, will be made the pretext for an increase 
in money incomes and so give fresh impetus to 
the inflationary spiral. Yet if prices are main- 
tained unchanged in face of a rise in costs, this 
will reduce the amount of saving in the form of 
surpluses of public corporations or the undis- 
tributed profits of companies. And this may go 
far towards offsetting an increase 1n personal 
saving resulting from anti-inflationary measures 
proper. 

The expedient of pegging prices is thus a 
hazardous one. Adopted at precisely the right 
moment, with everything else pulling in the 
right direction, it could afford us a momentary 
breathing space and so help in breaking the 
price-wage spiral. But it is bound to be a 
gamble. Rising incomes combined with stable 
prices mean an increase in inflationary pressure, 
unless one condition is satisfied; it is that the 
increase in incomes should be cancelled out, 
or more than cancelled out, by an increase in 
voluntary saving. 


Withdrawing Purchasing Power 


What if the condition is not satisfied, if the 
broad flow of saving remains insufficient yet 
it is desired both to maintain the rate of invest- 
ment and to avoid inflation? Clearly, some 
means has to be found of withdrawing purchas- 
ing power. What form is this to take? In the 
final analysis, there are only two ways of doing 
it. One is the method of the budget surplus, 
the limitations of which I have already stressed. 
The other method is to allow prices to rise. 


If the method of a budget surplus is used 
and the enhanced surplus is provided by means 
of direct taxation, then it is generally accepted 
that nobody has a good claim for a compensating 
increase in money income. As a matter of 


logic there is not the slightest reason why the 
situation shou'd be any different if Parliament 
decides to curtail purchasing power by imposing 
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indirect instead of direct taxation. But, under 
our present arrangements, the effects will in 
fact be quite different. 


Two million wage incomes will go up auto- 
matically and more general demands for in- 
creases will be regarded as justified, either by 
the rise in prices itself or by the need to preserve 
the usual differentials. The position is, of 
course, the same if prices are raised not by an 
increase in indirect taxation but by producers— 
yet a rise in price may serve not only to with- 
draw purchasing power in general but to curb 
consumption where that is most needed. 


These are nothing more, in the last analysis, 
than so many ways of effecting a withdrawal 
of purchasing power that, in an inflationary 
situation, may be necessary. It is to be regretted 
that the rules of the game as practised in this 
country impel us almost irresistibly to choose 
that particular method—a budget surplus 
generated by penal rates of direct taxation— 
which is least calculated to promote our national 
well-being in the long run. 


The New Phase 


It is clear that the events in the Middle East 
have opened a completely new phase in our 
economic affairs. At best we must reckon with 
an interruption of some months in the advance 
towards our long-term objectives. Fortunately, 
American co-operation has been forthcoming in 
the measures taken to avert some of the more 
serious possibilities that were at one time feared. 
We can now count upon a sizeable flow of oil 
across the Atlantic and also upon dollar facilities 
to help in paying for it. Moreover, the danger 
to sterling arising out of speculative attacks has 
been dispelled by the action of the International 
Monetary Fund, under the leadership of Dr. 
Per Jacobsson, in making available for use if 
necessary the whole of our quota. 


All this gives us an excellent start in the task 
of facing the new situation. But we do not yet 
know how long it will take to find a satisfactory 
solution of the Middle East problem and to 
reopen the Suez Canal to the ships of the world. 
We do not know, therefore, how great the strain 
on our economy is going to be, nor how long it 
may endure. 

One over-riding principle alone is certain: it 
is that we must seek to emerge from the tem- 
porary period of difficulty with our ability to 
achieve our long-term objectives unimpaired. 


A great task of reconstruction lies ahead of 
us. ‘loa very large extent, this task is a political 
one. We have to restore relationships that have 
been gravely damaged with many of our over- 
seas friends and allies, above all our relationships 
with the other members of the Commonwealth 
and with the United States. These are not 
subjects which the annual statement of a bank 
chairman can properly discuss at length. But 
success in these endeavours so conditions the 
speed with which we can hope to solve our 
economic problems that it would be equally 
inappropriate to end without stressing their 
paramount importance. 








WESTMINSTER BANK LIMITED 








Improved Earnings 





Lord Aldenham on Middle East Crisis 





HE annual general meeting of West- 
minster Bank Limited will be held on 
February 13 in London. 


The following are extracts from the state- 
ment by the Chairman, The Rt. Hon. Lord 
Aldenham, circulated with the report and 
accounts for the year 1956:— 


During the year 1956 Mr. Walter Worboys, 
a director of Imperial Chemical Industries, 
joined our Board. Two of our colleagues, 
Lord Weeks and Sir Austin Anderson, received 
well-deserved recognition of their services to 
the nation in the Birthday Honours List. 


The Accounts for the year reveal an increase 
of £156,000 in our profits, an increase which is 
in the main attributable to the higher interest 
rates ruling since last February. Our Current, 
Deposit and Other Accounts have risen by 
nearly £6 millions. You will recollect that this 
time last year I had to report a fall in this item 
of nearly £65 millions, the result of the stringent 
monetary and credit policies introduced by the 
Government during 1955. On the other side 
of the balance sheet the rise of approximately 
£6 millions in Advances may at first seem 
somewhat out of line with present policy. 
This is not the case, however, for it is more 
than accounted for by the increase in our 
lending to the Nationalized Industries. Much 
as we should have liked to have been allowed 
to go our own way in this important side of our 
activities, we have continued to play our part 
in the credit squeeze in accordance with the 
Government’s wishes. 

Whilst our earnings have improved, the rise 
last February in the Bank rate not only had the 
immediate effect of increasing rates of interest 
on advances generally, but also resulted in an 
increase in the rate paid on deposit accounts— 
not slow in 


a fact which customers were 
recognizing. 
Regarding Investments, our other main 


earning assets, we accepted redemptions during 
the year which, after a measure of re-invest- 
ment, reduced our figures by nearly £7 millions. 
The deficiency in the market value of our 
British Government securities is less than it was 
in December, 1955; and it is very comforting 
to know that our Government securities are all 
dated, the great majority maturing within ten 





years, and unless circumstances were to enforce 
untimely realizations, the whole deficiency, and 
indeed much more than that, would be 
recovered. 


Expenditure 


Our principal item of expenditure continues 
to be that comprising payments made to or for 
the benefit of staff. ‘These costs have grown 
once again, largely as a result of the intro- 
duction in January, 1956, of an improved basis 
of remuneration for the active staff. Addi- 
tionally, we have continued to give greater 
emphasis in our consideration of rises in 
salaries, both annual and upon taking over new 
responsibilities, to the merits and achievements 
of the officers concerned. 

Over recent years we have appreciably ex- 
tended our Branch representation and thereby 
consolidated and improved our business. 
During the past year we opened 25 new 
banking offices. ‘This brought the total number 
to 1,171. 

Another and very important aspect of our 
development over the past years has been in 
the field of mechanization. The possibilities in 
this sphere are immense. Much has been 
written lately on the subject of automation and 
electronics in banking, and in particular of the 
great strides made in this direction in the 
United States of America. With this thought 
in our minds, we sent three senior officials of 
our Bank on a mission to the United States and 
Canada for a period of three months in the 
latter half of the year and we are most grateful 
to our banking friends there for the help which 
they gave to them. We hope in due time to 
derive considerable benefit from their visit and 
indeed from the further visits which will from 
time to time be necessary in order to keep us 
up to date. 


Suez Canal Action 


The closing months of 1956 were darkened 
by the Suez Canal crisis. All the possible 
courses of action were fraught with danger for 
this country; nothing but a choice of evils lay 
before our Government. The action that we 
did take angered the Government of the United 
States, and their criticism of our action angered 
us. It is most heartening that already the 
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difference between the views of the two Govern- 
ments as to what should be done in the Middle 
East seems to be lessening. 


The Middle East crisis has been all the more 
disappointing in the light of the economic 
improvement here during the first half of 1956. 
Both the value and the volume of our exports 
had steadily increased, and the gap between 
our exports and our imports had been narrowed. 
It was especially pleasing that our exports to 
the dollar area had grown, and that we had got 
nearer to paying for our essential dollar im- 
ports. Looking back over only nine years, it 
is surely a very fine achievement to have nearly 
doubled the volume, and nearly trebled the 
value, of our exports. 

Our gold and dollar reserves had been 
steadily mounting during January to June in 
sharp contrast to the drain which had occurred 
during 1955. But the Suez crisis has changed 
all that, and the dollar gap must now be greatly 
increased by the purchase of oil with dollars 
instead of with sterling. In these circum- 
stances it was not unnatural that there should 
be some doubts abroad as to the stability of the 
pound sterling; and it was therefore most 
satisfactory to note the prompt and effective 
steps taken by the Chancellor of the Exchequer 
to make sure that there should be no new 
devaluation. But this determination to defend 
the present value of sterling must be backed up 
by appropriate action here at home by both 
the Government and the nation. If we as a 
nation can show restraint in the matter of 
profits and wages, and quickly restore the 
trading position of the first six months of 1956, 
we shall help to make those who doubted 
sterling regret their doubts, and we shall help 
also to avert inflation, which has rightly been 
described as ‘‘ the harshest tax of all ’’. 


Credit Squeeze 


The credit squeeze by the banks had to be 
maintained and even intensified during the 
year, and has at last been reinforced by a 
somewhat similar squeeze in the sector of 
public finance; though I still feel that, by 
contrast with the Central Government and with 
Local Authorities, the banks have been asked 
to carry more than their fair share of the task 
of exercising monetary restriction. The pub- 
lished figures of the movements in the different 
categories of advances show clearly that the 
squeeze has been selective. It is sincerely to 
be hoped that in the relatively near future we 
shall be enabled to judge all applications for 
assistance purely on their merits from a banking 
standpoint and not with the spectre of “‘ direc- 
tives ’’ looking over our shoulders. 


Great progress has been made in bettering 
our factories and plant during 1955 and 1956, 
and, judging by plans already approved, that 
progress should continue during 1957. 


An important and far-seeing step has been 
taken by many leading industrialists in setting 
up a fund to assist in the training of more tech- 
nicians for the management of those improved 
factories. Money is needed for both these 
purposes if we are to maintain and improve our 








competitive position; and that money must 
come from savings. 

It was therefore wise of the Chancellor to lay 
so much stress on savings in his April budget: 
and the stress was not only verbal, for he made 
the rewards of saving more attractive and en- 
deavoured to establish his “ plateau’’ of a 
stable price level in order to ensure that such 
savings would not lose their purchasing power. 

The several channels of National Savings 
which were favourably affected by the budget 
measures have all shown increased figures; but 
these increases have no doubt been drawn in 
part from savings which already existed in 
other forms, and they have not been sufficient 
to achieve much check to personal consumption, 
which has again risen a little both in volume 
and in value. 


Government Policy 


In spite of three favourable features—the 
improvement of our fixed assets, the larger 
number in civil employment than ever before 
and the fewer man-hours lost in labour disputes 
—production of manufactured goods has not 
increased during 1956. Part of the explanation 
of this apparent contradiction lies in the fact 
that the over-all figures for employment conceal 
a good deal of short-time working, particularly 
in the motor industry. But this is not the 
whole story. 

Government policy has aimed at securing a 
redeployment of manpower. During 1956 this 
process has been going on and the lag in 
production that has occurred is part of the 
price that we are having to pay to secure a 
redistribution of manpower. 

Circumstances compelled the authorities to 
show the red light of high short-term rates of 
interest but, as the Governor of the Bank of 
England said a few months ago, we shall none 
of us feel comfortable until they can be reduced. 
They raise the cost to this country of the 
sterling balances held by foreigners, they 
hamper any attempts the Government must 
wish to make to fund short-term debt, and 
they check capital investment in industry. 


European Free Trade Area 


One of the most interesting and most promis- 
ing events of the year has been the more or 
less general acceptance in principle of the idea 
of a European Free Trade Area for manufac- 
tured goods. I believe that the creation of 
such an area is in the interests of this country. 
Our most efficient industries would benefit by 
greatly increased open markets, our less efficient 
industries would receive a needed incentive, 
and throughout the Area the consumer would 
gain by the increase in effective competition; 
it is high time that the interest of the consumer 
should be considered. 

In any summary of the year 1956 it would 
be idle to deny that events in the Middle East 
have given a severe setback to the national 
economy, yet with so much achieved in the last 
few years it would be faint-hearted indeed to 
let that temporary setback fill us with dismay. 








DISTRICT BANK LIMITED 








Country’s Economic Problems 





Sir Thomas D. Barlow’s Views 





[ci chairman, Sir Thomas D. Barlow, 
G.B.E., has circulated, with the report and 
accounts, his statement to the shareholders 
of District Bank Limited, prior to the 127th 
annual general meeting to be held on 8th 
February at the Head Office, Spring Gardens, 
Manchester. In the course of his statement the 
Chairman said: 

Our Net Profit for the year, after the usual 
provisions have been made, is £663,060. This 
is an increase of £26,276 over the figure for 1955 
and is satisfactory bearing in mind the constantly 
rising level of our working costs. Adding the 
amount brought forward there is for disposal 
£1,098,639 and of this we propose to allocate 
£300,000 to our reserve for contingencies. 
After this deduction and after providing for 
dividend payments at the same rate as last year 
there remains a sum of £474,520 to be carried 
forward to the next account. 

Mechanization has its place in modern 
banking, but it cannot be a substitute for per- 
sonal service and it is a tribute to the manage- 
ment and staff that such good results have been 
achieved in a year which has not been without 
its difficulties. I should like to express apprecia- 
tion and thanks to all concerned for the excellent 
way in which they have performed their tasks 
throughout the year. 


The Need for Economic Strength 


Although the economic difficulties of which 
we were all so conscious this time last year 
remained operative throughout 1956, it was 
_ beginning by the late summer to look as if the 
Chancellor’s corrective measures might prove 
sufficiently effective to ensure a gradual stabiliza- 
tion of the economy. But the Suez incident 
changed the situation and the outcome is so 


uncertain that it is foolish to indulge in 
prophecies. 

Naturally enough we are still much pre- 
occupied with the very serious’ short-term 


consequences of recent events. Nevertheless 
these should not blind us to the fact that, as a 
member of the North Atlantic Treaty Organiza- 
tion, we have undertaken responsibilities in 
regard to defence altogether beyond the capacity 
of our resources. 

It is becoming increasingly apparent that real 
strength is economic strength and we shall 
serve ourselves and others best by making sure 
that we have a margin over and above our 
obligations sufficient to enable us to expand our 
economy and build up our gold and dollar 
reserves. 

Just how successful we shall be in this will 
greatly depend on how speedily we can produce 
larger quantities of saleable and suitably priced 
exports. But equally important is a profitable 
and expanding overseas market for the in- 
creased output which will result from our 
efforts. Here it seems to me that we cannot 
ignore the European free market which is now 





under discussion even though it may present 
severe problems to particular industries, 
Admittedly, we shall not gain a footing in this 
wider trading area without encountering keen 
competition from other members but, provided 
dumping and export subsidies are controlled, 
this competition should act as a spur to our 
greater efficiency in production and salesman- 
ship and be accounted a benefit rather than the 
price we should have to pay for the larger 
market. 
The Domestic Angle 


Since, however, the European plan is in 
embryo and without immediate significance, it 
must not be allowed to deflect our attention 
from present necessities. Many of these are the 
outcome of years of economic improvidence, 
With too little regard for the hard work and the 
saving essential for the creation of wealth, we 
have been over-lavish with the accumulated 
resources of the past on luxuries and a too easy 
way of life. 

That there is need to fortify our internal 
economy is made clear by the depletion of our 
gold and dollar reserves. But serious as this is 
the Suez trouble has made the position more 
precarious by giving impulse to both inflationary 
and deflationary forces. Dearer imported food 
and raw materials, with higher freight and road 
transport charges, are forcing prices upwards. 
Although the rise in the cost of living has so far 
been relatively small it has already resulted in 
demands for more wages. It is to be hoped that 
any such claims, unless supported by increased 
productivity, will be resisted: otherwise, instead 
of tightening our belts as we ought, we shall 
again be adding to productive costs. Against 
these inflationary pressures has to be reckoned 
the fact that falling profits are bound to induce 
a more cautious attitude towards development 
plans. But of more immediate importance is 
the running down of industry through the 
dislocation of supplies consequent upon the 
re-routing of shipping. 


The Corrective Measures 


As the Chancellor considers our trading 
position is strong and our payments gap will be 
manageable, it would appear that it is temporary 
problems rather than any fundamental dis- 
equilibrium in our economy with which cor- 
rective measures will have to deal. ‘To the 
extent that their task is to curb home con- 
sumption it is satisfactory to know that they 
have not included physical controls, seeing that 
these are so damaging to production, and it is to 
be hoped that the restraints will prove effective 
enough without the need for a further increase 
in taxation or more stringent monetary meas- 
ures. Nevertheless the situation calls for the 
utmost vigilance, since in certain circumstances 
inflationary or deflationary forces could necess- 
itate speedy adjustments to fiscal and monetary 
policies. 
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But whether the steps that have already been 
taken will restore confidence in sterling 1s 
another matter. In this connection it can be 
argued that existing measures will have to be 
reinforced by a still more repressive fiscal policy 
and by dearer money. But it seems to me that it 
is the disciplinary measures as a whole rather 
than the level of taxes and interest rates through 
which foreigners will regain their faith in the 
pound. In point of fact to tax further our 
already overtaxed economy would tend to des- 
trov rather than to create foreign confidence and 
although monetary stringency may be called for, 
high short-term interest rates may make things 
more difficult than they need be. Surely the 
better way to create an overseas investment 
interest in sterling is to make a really serious 





attempt to cut down all unnecessary public 
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expenditure. Some determination here would 
enable us to reduce taxation and thereby 
stimulate the inflow of long-term capital from 
overseas. Determination here would also make 
it possible for us to quicken the reduction of 
both short-term interest rates and short-term 
indebtedness: in other words we could cut 
down more decisively the cost of servicing our 
overseas balances and the volume of Treasury 
Bills at one and the same time. 

If we have the vision to see what is needed 
and the resolution to exert ourselves so that 
appropriate remedies and readjustments are 
vigorously applied, then I think we may event- 
ually be able to record that the critical period 
through which we are now passing has served to 
redirect us towards prosperity. 








COMPUTOR required by 
CENTRAL ELECTRICITY 
AUTHORITY, LONDON, S.E.1. 


Practical experience of statistical work 
essential. Candidates must have G.C.E. in 
mathematics or equivalent. Salary within 
£500—{600 per annum depending on 
ability. Applications stating age, qualifica- 
tions, experience, present position and 
salary to 
D. Moffat, Director of Establishments, 
Winsley Street, London, W.1. 

by February 9th 1957. Quote ref. B/27. 
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THE MITSUBISHI BANK LIMITED 





Favourable Results 





Mr. Mitsuo Ogasawara’s Review 





Mitsuo Ogasawara, for the seventy-third 
term of the Bank (April 1, 1956—Sep- 
tember 30, 1956). 


[mi following is the report of the President, 


General Business Conditions 


A general survey of overseas economic con- 
ditions during the period under review reveals 
that the economic conditions in the United 
States have maintained continued prosperity 
following the previous period and, except fora 
temporary decrease in production, due to the 
steel strike which started in July last, the econ- 
omic activities of there have continued at a 
high level. However, official discount rates 
were raised in April and again in August, 
warning enterprises against their expansion 
activities which were accelerated by the upward 
trend of prices. 


Western European countries have also wit- 
nessed favourable business conditions through- 
out the period. With the seizure of the Suez 
Canal by the Egyptian Government following 
the announcement, in the latter part of July, by 
them of taking over the operation of the Suez 
Canal, the value of Sterling, which had been 
somewhat falling, was further depreciated, but 
increased exports of the United Kingdom have 
contributed much to the improvement of her 
international balance of payments. Exports by 
West Germany have shown a further increase 
and a still bigger export surplus has been gained; 
this caused a lowering of their official discount 
rate in September, which had been raised in 


May last. 


Domestic Conditions 


Influenced appreciably by these favourable 
overseas business conditions, exports by this 
country have been able to maintain a high level; 
investments in producer’s equipment and plant 
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gradually became active, and production has 
been further developed, thus economic ex- 
pansion has become more pronounced. On the 
other hand, imports have shown a considerable 
increase, those of raw materials being out- 
standing, due chiefly to the increased growth in 
demand both within and outside the country, 
and the international balance of payments 
during July and August turned to a deficit. 
Thus, in the period under review the net surplus 
in the balance of payments remained at about 
U.S. $132 million. Due chiefly to the rise in 
prices of metals, commodity prices have con- 
tinued to advance, and toward the end of this 
term they had reached the highest level in the 
past ten years. 


Domestic Financial Conditions 


The balance of receipts and payments of 
government funds during the period under 
review showed an excess in receipts of Y43,700 
million, due to a decrease in payments from the 
Foreign Exchange Funds Special Account, and 
an increase in tax collection as a result of the 
favourable business conditions. In line with 
the expansion in both production and commer- 
cial transactions, the demand for funds by in- 
dustry has increased remarkably, which created 
a tight money situation from May last. Accord- 
ingly, Bank of Japan advances have increased to 
Y91,300 million at the end of the term, or an’ 
increase of Y64,000 million over the figures at 
the end of last term. Augmentation of the note 
issue by Y24,800 million was witnessed, and 
the outstanding circulation stood at Y599,500 
million at the end of September. Deposits in 
and advances by all banks during the period 
have gained remarkably, reflecting the activity 
in commercial transactions. During the period 
deposits increased by Y534,600 million and 
advances by Y461,300 million, the balances at 
the end of the term being Y4,427,600 million 
and Y3,719,800 million respectively. 
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Record of the Bank 


Under the circumstances cited, the Bank 
doubled its capital to Y5,500 million on July 2, 
1956, in order to further strengthen its financial 
structure by the accumulation of its own 
capital funds, and has continued to exert the 
utmost efforts to develop further its business 
and improve operations. The following results 
were realized during the term. 

Comparison of the principal accounts of the 
Bank in recent terms is shown below :— 


Comparative Statement of Principal 
Accounts 
(Unit: Million Yen) 


Sept. 30, Mar. 31, Sept. 30 
"56 56 55 
Deposits .. 353,641 303,559 263,059 
Loans & Bills 

Discounted 259,740 218,853 191,434 
Securities Held 36,971 34,634 30,353 
Money Borrowed, 

Oe. as me 4,399 1,907 2,413 
Capital Funds .. 13,881 10,407 10,071 
Gross Profit for 

the Term 2,324 2,295 2,298 

(Net Profit) (964) (875) (875) 


Deposits increased by Y50,082 million during 
the term to Y353,641 million at the end of 
September 1956, an advance of about 16.49% 
over the figures for the end of the previous 
term. ‘Time deposits and government deposits 
accounted for 42.8%, of the total at the end of 
the term, and long term deposits, including 
deposits at notice and others for 51.2% of the 
total. ‘This percentage indicates the stabiliz- 
ation of deposits, and is also a factor con- 
tributing to the Bank’s effective utilization of 
its working funds. 


Loans and Bills Discounted 


Loans and bills discounted, including those 
for the settlement of import bills, stood at 
Y259,740 million at the end of the term, an 
increase of Y40,887 million or 18.6% 


Security Holdings 


The Bank’s security holdings at the end of 
September 1956 stood at Y36,971 million, an 
increase of Y2,337 million or about 6.7% over 
the figures at the end of the previous term. 
Among these, corporation debentures ranked 
first with Y23,456 million and Government 
bonds next, these two items accounting for 
77.2% of the total holdings. The balance 
comprised corporation stocks, U.S. Treasury 
Bonds and Japanese Municipal Bonds, etc. 


Borrowings 


_ Money borrowed from the Bank of Japan 
increased by Y2,492 million to Y4,399 million, 
or about 130.6% over the figures at the end of 
the previous term, reflecting active investment 
in producer’s equipment and plant. 


Foreign Activities 


During the term, the Bank bought and sold 
foreign exchange bills of a value respectively of 
U.S. $114 million and U.S. $150 million. 
These figures represent 9.49% and 12.0% 
respectively, of the total value of export and 
import transactions handled by all the foreign 
exchange banks in this country during the term. 


Profit 


The Bank could realize a satisfactory gross 
profit of Y2,324 million during the term. The 
net profit was Y964 million, an increase of Y89 
million or about 10.1% over the figures of the 
last term, after reserving Y2,536 million for 
possible loan losses and price fluctuations and 
Y87 million for retirement allowances, in 
addition to providing Y602 million for deprec- 
iation of loans, securities, and movable and 
immovable assets, while Y1,865 million was 
withdrawn from these reserves during the term. 
The sum of Y350 million was transferred to 
legal and special reserves from the net profit. 


Attention may be called to the policy we 
have followed of increasing various reserves. 
Appropriations from the earned profits for all 
these reserves, except the reserves for taxes, 
accounted for 73.5% of the Bank’s gross profit 
for the term. The resultant increased reserves 
will further strengthen and increase substantially 
the Bank’s own funds. 


Dividend 


A dividend of Y206 million, or 10% per 
annum of the capital stock, will be paid for the 
current term after appropriating a substantial 
sum of the profits for reserves. 


Capital Funds 


The capital funds of the Bank amounted to 
Y13,881 million, of which Y5,500 million was 
paid-up capital and Y8,381 million total capital 
reserves, including surplus funds. 


Conclusion 


It is most gratifying that the Bank was able to 
attain, despite a lowering of the interest rates on 
loans accompanying the change of the economic 
situation in this country since June 1955, the 
favourable results mentioned with the whole- 
hearted support of the shareholders, clients, and 
the general public. Unfortunately, however, 
strife developed in the Middle East and unrest 
has prevailed in East Europe in recent months. 
These situations and future developments will 
need close observation. In this country there is 
no guarantee that difficult political and economic 
problems will not arise in the months to come. 
These circumstances both within and without 
the country, it is felt, do not warrant any 
optimistic outlook. 


The Bank management will, however, con- 
tinue to exert every endeavour so as to adapt 
itself to any changing circumstances, and the 
staff can be relied upon to meet the expectations 
of the shareholders in further strengthening the 
management. 











before you make up your mind 


on an investment—see what the Investors’ Chronicle 
has to say—It’s opinions are backed by nearly 


100 years of sound financial judgement 


EDITED BY HAROLD WINCOTT 
The financial weekly with by far the largest circulation 
® 


Annual Subscription— United Kingdom £3/5/0, Overseas £3/3/0 


By air in Canada and the U.S. $43 or £15/3/4. Rates quoted for all other countries 


THE SUBSCRIPTION MANAGER, 72 COLEMAN STREET, LONDON, E.C! 


lvi 











